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FOREWORD 


This volume incorporates the text of the formal statements which were issued by 
the heads of the federal and provincial delegations to a conference of the Ministers of 
Finance and Provincial Treasurers*, held in Ottawa, on Monday and Tuesday, November 
4-5, 1968. 


It may be recalled that at the October, 1966, meeting of the federal-provincial Tax 
Structure Committee, the then Prime Minister of Canada stated that the federal 
government would be willing to meet with the provinces within a two-year period to 
review fiscal arrangements generally. In August, 1968, the provincial Premiers and Prime 
Ministers, through their annual Conference (Waskesiu, Saskatchewan) recalled the 
intention of the federal and provincial governments to meet within a two-year period, and 
requested early discussions on fiscal problems with the federal government. 


A conference was arranged for November 4-5, 1968. The main part of the meeting 
was spent in discussing federal-provincial fiscal arrangements, tax collection agreements, 
and the problems posed by the rapidly rising costs of jointly financed programs. The 
agenda used as the outline for the discussion is also reproduced here as is a list of the 
conference delegates. 


With regard to the problem of ‘rising costs, the Ministers of Health met separately 
on November 4, 1968, and then jointly with the Ministers of Finance and Provincial 
Treasurers the next day. The Press Communiqué issued by the Ministers of Health 
Conference is included as an appendix to the main text. 


*It should be noted that no statements from the Provinces of Alberta and British Columbia are in- 
cluded. While these provinces participated fully in the discussions at the meeting, they did not release 
prepared texts of formal statements. 
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Meeting of 
Ministers of Finance and Provincial Treasurers 


Ottawa, November 4 — 5, 1968 
AGENDA 


Federal-Provincial Fiscal Arrangements 
Tax Collection Agreements 
Problems Posed by the Rapidly Rising Costs of Jointly Financed Programs 


Arrangements for Annual December Meeting of Ministers of Finance and Provincial 
Treasurers 


Other Matters 
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Statement by Canada 
HONOURABLE E.J. BENSON 
Minister of Finance 
at the 
Federal-Provincial Conference of Finance Ministers 
Ottawa 


November 4 and 5, 1968 


The first item on our agenda is “Federal-Provincial Fiscal Arrangements’’, and I 
should like to open the discussion with a statement on behalf of the Federal Government. 


The pattern of the existing arrangements was laid down in the discussions of the 
Tax Structure Committee two years ago. Without going into the details of those 
discussions or their outcome, I might recall that my predecessor as Minister of Finance set 
out several principles of fiscal federalism, which served as the basis for the position 
adopted by the Federal Government at that time. 


These principles bear repeating since they remain the basis of our policy today. 


(1) The fiscal arrangements should give both the federal and provincial 
governments access to fiscal resources sufficient to discharge their responsi- 
bilities under the constitution. 


(2) They should provide that each government should be accountable to its own 
electors for its taxing and spending decisions and should make these decisions 
with due regard for their effect on other governments. 


(3) The fiscal arrangements should, through a system of equalization grants, enable 
each province to provide an adequate level of public services without resort to 
rates of taxation substantially higher than those of other provinces. 


(4) They should give to the Federal Government sufficient fiscal power to 
discharge its economic and monetary responsibilities, as well as to pay its bills. 
In particular they should retain for the Federal Government a sufficient part of 
the income tax field in all provinces — both personal and corporate — to enable 
it to use variations in the weight and form of that tax for economic purposes 
and to achieve a reasonable degree of equity in the incidence of taxation across 
Canada. 


(5) They should lead to uniform intergovernmental arrangements and the uniform 
application of federal laws in all provinces. 


(6) The fiscal arrangements should seek to provide machinery for harmonizing the 
policies and the priorities of the federal and provincial governments. 


I have re-stated these principles, because we believe that we should continue to 
apply them in a practical and constructive way, even if the present system of co-operative 
arrangements sometimes leads to misinterpretation and misunderstanding. For example, 
there has been a good deal said recently to suggest that the federal government and these 
fiscal arrangements stand in the way of access by the provinces to the revenues which 
they need. The fact is that in the large and dynamic fields of personal and corporate 
income taxation, both levels of government have the same constitutional powers. Two 
provinces — Manitoba and Saskatchewan — have levied their personal income taxes at 
rates above the federal abatement level. Five provinces — these two and Ontario, Quebec 
and Newfoundland — do the same thing in the corporate tax field.* 


We have acknowledge that the rights of the provinces in this regard are so obvious 
that we have been prepared to collect these higher levies as part of the joint tax collection 
system. I am not urging any province to follow this policy. Indeed, under our 
comprehensive equalization system, if the provinces were to do so, the result would be an 
added expenditure to the federal government by way of equalization to provinces of 
below average tax capacity. I am simply pointing out and emphasizing that if their 
expenditure responsibilities make it necessary, provincial governments and legislatures 
have full access to these direct tax fields. 


The provinces also have access to revenue sources such as retail sales levies and 
commodity taxes, where the federal government taxes indirectly at a different level, and 
to revenue fields such as natural resources and real property taxes, in which we are 
scarcely involved. Moreover, it is noteworthy that the actual use of these various tax 
fields by the provinces differs widely among them, as is indicated by the different rates of 
taxation from one province to another. 


In considering the subject of tax sharing on our agenda today, and related 
questions, you may wish to have a few words from me about the proposals I placed 
before Parliament the week before last. As I stated then, I recognize that you will be 


concerned at our using any form of a tax on incomes at a time when you would like to 
secure a larger share of the income tax. 


It was essential to introduce a budget this autumn, and to provide more revenues as 
soon as reasonably possible. I will not weary you with a recapitulation of all the detail I 
gave to Parliament and the public on the 22nd of October. This is now on the record. The 
reasons why action was needed were basically three. Firstly, an accounting to Parliament 
for the current fiscal year was due. Secondly, our expenditures were already well in 
excess of our revenues and would be higher next year, because of the growth of our 
statutory obligations and other unavoidable needs. To meet these expenditures, and to 
keep our demands on the capital market to reasonable amounts taking into account the 
requirements of others, it was necessary for us to secure large amounts of revenue. 
Thirdly, we considered it essential to restore an appropriate fiscal policy, in order to 


check the continuing inflationary forces in the economy and break the upward spiral of 
prices and costs. 


We have considered and used several tax measures to achieve these purposes. The 
taxation of insurance companies, and their policy holders, was an important reform 
measure that will yield a substantial amount of revenue fairly quickly. So will the 


reduction in the allowable provision for reserves against potential losses on loans and 
mortgages for banks and other financial institutions. 
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We did not wish to use general tax measures that would increase costs and prices at 
this time when it is so important to check inflationary forces. Therefore we decided we 
should not use the sales tax, nor a payroll tax on employers or levies of that nature. As 
far as corporations were concerned we decided it would be contrary to Canada’s 
economic interests to increase the general rates of corporate income tax. Already our 
corporarion income tax are at high levels by comparison with the United States and other 
countries, taking into account provincial taxes and the current surtaxes. Canada as a 
country, like you as provinces, must complete with others in attracting and retaining 
business enterprises who are considering where to locate or expand their operations. 
Corporate taxes are of course one of the major considerations which they take into 
account. 


We did decide, however, that it was both economically safe and equitable, to secure 
some part of the revenue we need by accelerating the payment of corporation income tax 
during the next fiscal year. We would thereby complete the process of moving payment 
of the instalments of corporate tax up to a current basis comparable to that on which 
deductions are made from wages and salaries. This will yield a temporary addition to our 
revenues, meeting part of our problem during the last fiscal year before the 
implementation of our tax reform program. 


After taking into account what additional revenue we could get from these various 
measures, I found we were still far short of what was needed. Having rejected the use of 
the sales tax for the reasons I stated, and taxes on business other than those mentioned, it 
was clearly necessary to use some kind of tax on individuals. 


The main growth in our costs that makes this extra tax necessary is that taking 
place in the large programs we are financing jointly with you — Hospital Insurance, the 
public assistance plans, post-secondary education, and Medicare. These are what are now 
broadly termed social development programs. In the case of hospital insurance almost 
every Canadian is benefiting directly and tangibly from the roughly $620 million we are 
spending on this program, leaving out of account the equalized tax abatment provided to 
Quebec. We hope that almost everyone will benefit in a similar tangible way from the 
contributions to Medicare programs which Parliament has authorized and for which I 
must budget. Many other Canadians, young and old, benefit directly from the other 
programs I have mentioned. 


The government felt these circumstances justified us in asking Parliament to require 
that those with incomes above average — i.e. with taxable income of $6000 or more, pay 
a premium of $10 a month toward the cost of these varied benefits — just as they pay 
various types of premiums to provincial authorities in respect of some of these programs. 
In our case we will be collecting these premiums through the income tax machinery. This 
will enable us to scale down the premium for those with taxable incomes of less than 
$6000 per annum. All those whose incomes are less than the basic exemption levels will 
pay nothing. 


In view of our massive share in the cost of all of these programs, I feel that 
Parliament is quite justified in using a graduated premium of this kind to meet some part 
of the burden. We must carry the remaining large balance of these expenditures, and 
many others, from our general revenues. These include as their largest element the 
progressively graduated federal income tax, which yields about one third of our total 
budgetary revenue. 


I am aware that some of you wish that I had increased the rates of our basic income 
tax. This action would have automatically increased the value of the abatements from 
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that tax made in favour of the provinces, and also increased the effective rates of the 
provincial taxes in most cases. Undoubtedly that would have been helpful to you. But we 
did not feel that we could ask Parliament to take this action to raise revenue for the 
provinces. I do not think any government is likely to be willing to do so. This is one of 
the weaknesses of the abatement system, which we will be discussing today. You will 
note that our several changes in income tax rates, up or down, in recent years have been 
made in such a way as not to interfere with provincial revenues. Consequently I think you 
had good reason to expect that the measure we had to introduce in October would be in a 
form that did not either increase or reduce provincial revenues. 


In the changes proposed in the Estate Tax I am of course trying to safeguard the 
total provincial revenue position. Changes I have proposed in regard to the taxation of 
financial institutions will, I expect, increase the base for provincial corporate income tax, 
as will certain of the miscellaneous provisions of the income tax. This has been the 
normal practice for years in making changes in the base to which the tax applies, as 
distinct from changes in the rates. 


Any increase in our major federal taxes of course affects the same taxpayers as 
those taxed by the provinces, whether the increase is in taxes on income, sales, or any 
other revenue source. Indirectly it is bound to be of concern to you. We take that into 
account, just as we take into account the position of the taxpayers themselves and the 
economic effects of what we do. Since the income tax is the most visible of our taxes, 
and the one on which our sharing of the field has been most in dispute, it is natural that 
we and you are both particularly sensitive to one another’s action in regard to it. In 
choosing the particular way of using it this time — that is by instituting another graduated 
premium such as we have for Old Age Security — I feel I have interfered with your use of 
the field as little as possible in the circumstances. I have done so even at the cost of 
creating some difficulty in winning public acceptance of the form of the tax, as compared 
with a general surcharge on the graduated tax such as we introduced last winter. 


I come back now to the general problem facing all governments in Canada — how to 
match our expenditure responsibilities with our fiscal resources. The Tax Structure 
Committee’s work, and its projections of government revenue and expenditure, was an 
important attempt to look into the future and to provide guidance for us all. It was an 
example of the kind of planning procedure that we all need to follow individually, and 
perhaps jointly again on a continuing basis. But however valuable the procedure, it was 
never thought that its results would ever be taken as eternal truth. Obviously one must 


re-examine and reconsider conclusions in the light of new facts and changing 
circumstances. 


The 1965-66 exercise showed us that the provinces and their municipalities were 
responsible for more rapidly growing expenditures, and enjoyed less rapidly growing 
revenue that the federal government. Consequently, if the pattern then projected was not 


changed, provincial-municipal deficits threatened to increase, while the federal deficit 
could decline by the early 1970’s. 


In the event, and because of specific policy decisions taken at the federal level in 
1966 and immediately thereafter, the entire picture has been greatly changed. Let me 
note only three major program decisions which were influenced by, but not reflected in 


the Tax Structure Committee projections, and show how these decisions have altered the 
picture for the present fiscal year. 


First, there is the new system of equalization payments, of particular benefit to the 
provinces of lower-than-average tax capacity. The TSC exercise projected equalization 
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payments to the provinces and Atlantic Adjustment Grants at $410 million in 1968-69. 
We now estimate that this year these payments will total some $590 million. 


Second, there is the new pattern of federal tax abatements and payments in support 
of university and other kinds of technical and professional training provided by the 
provinces. It was clear in 1966 that education at the post-secondary level was the most 
rapidly-expanding field of public expenditure, and that federal aid to the provinces for 
this high priority field was imperative. Our decision was to make fiscal arrangements to 
meet 50 per cent of operating costs at federal expense. As a result, instead of 
expenditures of $315 million in 1968-69 as shown in the projections, the total federal 
commitment for fiscal aid to the provinces for this and other educational programs is 
almost double that figure — some $610 million. This does not include the large adult 
training expenditure we have undertaken entirely as a federal program, and which will 
cost about $220 million this year. 


Third, in a major effort to assist the provinces in rationalizing public welfare and to 
share more fully in the costs involved, the Canada Assistance Plan was brought into effect 
in 1967. As a consequence, the federal share of joint welfare expenditures rose from a 
TSC projection of $211 million to a current estimate of $413 million. 


These three major changes, not taken into account in the Tax Structure Committee 
exercise, alone add about $700 million in costs to the federal treasury compared to the 
figures projected for 1968-69. At the same time this added federal cost can be compared 
with the projection of deficits. It was suggested that by the present year the federal 
deficit would be almost $1,000 million less than that of the provinces and municipalities. 
The actual situation is clearly different. Further, as I have noted, the Tax Structure 
Committee foresaw the federal deficit declining by the early 1970’s. Our own forward 
estimates, assembled for internal planning purposes, now suggest a completely different 
prospect, caused in large part by the three changed factors I have listed. 


There are some other assessments that might be made showing how the picture 
suggested by the projections has been altered in fact. For example, for the period 
1965-66 to 1968-69, the Tax Structure Committee projected a yearly rate of growth of 
8.1 per cent for provincial-municipal expenditures, and assumed a revenue growth of 6.7 
per cent. This implied a widening deficit. Preliminary estimates for the same period now 
indicate that the actual growth of provincial-municipal revenues and expenditures for the 
period has been much higher. But because of provincial and municipal action to increase 
tax rates and other revenue changes, their total deficit has not been allowed to widen. 


Data on federal contributions to the provinces and municipalities are also revealing. 
Between 1961-62 and 1967-68, these contributions rose from less than $.9 billion to 
almost $2.6 billion. This is entirely apart from the steady increase in abatements of 
personal income tax in favor of the provinces from 16 per cent to 28 per cent. Our 
estimates indicate that in the current fiscal year our contributions will climb to over $2.8 
billion. The increase has been particularly rapid since the work of the Tax Structure Com- 
mittee, but over the whole period these payments have grown at an annual rate of almost 
18 per cent. In doing so, they have climbed from 15 per cent of total federal budgetary 
expenditure to over 26 per cent today. 


I realize that these comparisons should be regarded with caution, because the 
1965-66 exercise could not take adequate account of the price and other cost increases 
experienced since then. Nevertheless, they illustrate one very important point. The name 
of the game has changed. The work of the Tax Structure Committee was valuable for the 
problem it was examining — and it led to important changes in the distribution of the 
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expenditure burden. But the fact is that today all levels of government are facing equally 
difficult problems of balancing expenditure needs against revenue resources. 


Tax Collection Agreements and Abatements 


The fact that all governments constitutionally responsible for expenditure must be 
prepared to exercise their constitutional powers to tax does not mean in any sense that 
we need to go off in conflicting directions. The federal government remains anxious to 
preserve the high degree of harmony, co-ordination and administrative efficiency that has 
steadily evolved in our complementary federal- provincial tax system. Consequently there 
has been no question but that we are prepared to renew the tax collection agreements 
upon their expiry at the end of this year. As you know, discussions for this purpose have 
been going on for months among our officials. I now understand that final drafts have 
been circlated to the nine provinces concerned. The new drafts have the distinct advantage 
of providing for agreements that will continue in effect indefinitely — subject only to the 
right of withdrawal by either party upon appropriate notice. They also provide greater 
flexibility to the provinces in making changes in the rates of tax to be collected on their 
behalf. 


I hope that all of the nine provinces with whom we now have agreements will wish 
to have them renewed. All of us are aware of the advantages of these arrangements 
— particularly for the taxpaying public. The standard tax base and the single collection 
agency which are maintained through the agreements are a tremendous convenience to 
individuals and to business in calculating and paying income taxes. 


The renewal of the agreements as presently drafted imply that we will retain the 
abatement system. This is the method of providing for the computation of a federal 
“basic tax”, a reduction of this basic tax by the standard amount of 28 per cent in favour 
of the province, and then the imposition of the provincial levy at the rate it sets. 
Although this system in itself is inherently flexible, there is a distinct possibility that it 
does tend to inhibit some provinces in establishing their own rates. Because of this, it was 
suggested in 1966 that the abatement system as I have described it might well be replaced 
by a new system which would lessen or remove these difficulties. I think there is merit in 
this approach. However, having in mind the fact that we plan to proceed next year with 
the program of income tax reform, which may affect the definition of the tax base and 
rate structure, I think it would be wiser to retain the existing system for longer-term 
changes may be required before coming to a definite conclusion on this question. 
Further, just as I have made clear that we expect to receive provincial views on the draft 
bill on tax reform, we would want to consider your views on whether the abatement 
system should be retained or altered in the future. 


I have already noted that the proposed new tax collection agreements are to be for 
an indefinite period, subject to withdrawal by either party after proper notice. It was 
Suggested in discussion among our officials that under these conditions there should be an 
undertaking to review fiscal arrangements in general every second year. In this uncertain 
and rapidly changing world, any suggestion for periodic reviews and reconsideration isa 
good one. The federal government will be happy to provide such an undertaking with 
each of the provinces in an exchange of letters. 


There is one further technical but important point I should mention which bears on 
tax sharing. The agreements which expire at the end of 1968 contain a provision that 
notice of a change in the provincial tax must be given by October 15 of any year, if the 
change is to be made effective at the beginning of the following taxation year. Under the 
proposed agreements a change is to be made effective at the beginning of the following 
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taxation year. Under the proposed agreements a change may also be made on July 1, 
provided a similar period of notice has been given. It may be that some of you will want 
to consider rate changes to be made effective early in 1969. Again I stress that I am not 
Suggesting in any way that you should do so. However, if transitional arrangements are 
necessary to help you implement a change in the rate of tax deducted at the source in the 
period between January 1 and July 1 next, we are prepared to co-operate. We would 
provide for collection at the new rate as soon as it is administratively feasible following 
the introduction of the necessary legislation by a provincial government concerned. 


Revenue Equalization 


Finally let me add a brief comment upon the equalization system and the position 
of provinces of lower than average tax capacity. We recognize that they do encounter 
particular difficulties in a period of fiscal squeeze, when rising costs tend to outrun 
revenue potential. There is no doubt, however, that our equalization formula compares 
favourably with that of any other federal state. It ensures that any provincial government 
can supply national average standards of services without having to levy higher than 
average rates of taxation. Further, if the costs of provincial responsibilities rise, and the 
higher income provinces take steps to increase their revenues, our payments to the lower 
income provinces escalate at the same time. 


Our initiatives in revenue equalization and in assisting provinces to provide basic 
social programs have always sought to assure that all Canadians, regardless of the income 
status of the province in which they live, should be able to enjoy national standards of 
health, welfare and education services. These measures in themselves, however, do not 
provide an adequate answer to the problem of regional disparity in Canada. As the Prime 
Minister of British Columbia, among others, has pointed out in the past, increased 
equalization has not removed the basic causes that give rise to the need for equalization. 
A major attack on this persistent problem of disparities has been accepted as a high 
priority by the federal government. We believe that further aid for the lower income 
regions is best channelled through a co-ordinated program, which will focus directly upon 
means to accelerate economic and social development in these regions. 


Proposals on Shared-Cost Social Measures 


Before concluding I would like to refer to a particular aspect of the problem of 
tax-sharing. This is the question of developing new arrangements under which the 
provinces would ultimately assume full responsibility for major joint programs in the field 
of social policy, and at the same time receive a transfer of revenue or of fiscal power 
adequate to assure that they could carry this expenditure burden. You will recall that in 
1964 the federal government offered, under the Established Programs (Interim 
Arrangements) Act, arrangements whereby the provinces could “contract-out” of certain 
well-established shared-cost programs. Quebec was the only province to avail itself of the 
provisions of this Act. 


It was understood at the time that these 1964 arrangements would be temporary 
and that more permanent proposals would be offered in the future. Such proposals were 
made in 1966 and formed an integral feature of the proposed pattern of federal-provincial 
fiscal arrangements. They involved a new form of fiscal transfer to all provinces for 
Hospital Insurance, the Canada Assistance Plan and the Health Grants, under which the 
provinces were to assume full financial and administrative responsibility in two stages. 
The first stage involved simply a change in the method of federal payments. The federal 
share of these programs was to be provided in the form of a tax abatement of 17 points 
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of the personal income tax for all provinces, equalization of the tax yield to the national 
average for provinces of below average tax capacity, and a cash adjustment payment to 
bring the value of the total transfer up to the federal share of the actual program costs 
incurred in each province. The second stage was to take place from 1970-71. It involved 
an unconditional transfer of tax points, and a cash adjustment payment in each province 
which would increase annually by'a factor not directly related to the growth in program 
costs. 


There 1966 proposals were developed in accordance with the general principles 
underlying the 1967-72 fiscal arrangements. More specifically, they were designed with a 
view to insuring that each government be accountable for its own taxing and spending 
decisions and that intergovernmental arrangements and federal laws apply uniformly in all 
provinces. We believed that the proposed arrangement would provide all provinces with 
greater fiscal independence by making available to them a larger portion of the most 
rapidly growing revenue field, and of course greater freedom in the effective and efficient 
administration of the programs concerned. Since 1966 new elements have been added to 
the general context of federal-provincial relations. It has not yet been possible to proceed 
with the tax reform which was of primary importance in 1966. Further, the 
constitutional discussions as well as studies of program cost control are now to be 
considered. However, while these new elements may affect. the “mechanics” of the 
proposed arrangements, they do not influence the principles that guided us in 1966. On 
the contrary these principles have been reinforced. Constitutional discussions must not 
make us forget that the particular programs affected fall under provincial jurisdiction. 
Similarly I feel that efforts to contain cost increases and improve efficiency will be most 
effective if we can assign to one level of government the full financial and administrative 
responsibility for these programs. 


For all of these reasons, I feel that we should now re-affirm the 1966 proposal, 
subject only to changes to take account of developments since then. The federal 
government would be agreeable to reducing its individual income tax rates by 17 
“points’’, or its equivalent under the tax reform legislation, in those provinces which wish 
to take the first step towards greater fiscal and administrative independence by assuming 
responsibility for Hospital Insurance, the Canada Assistance Plan and the General Health 
Grants. I stress that the 17 “points” of the individual income tax would be equalized 
under our general equalization formula and that an adjustment payment — a program 
equalization payment — would also be made to assure that the value of the total fiscal 
transfer to the province is equal to the actual program costs. The phasing-out of the 


General Health grant program following the inception of Medicare payments would be 
taken into account. 


The 1966 proposals envisaged that this first step would last until 1969-70 after 
which the new compensation would become unconditional. It is evident that this timing 
is not now possible, and that the interim or transitional period would need to be 
extended. We would want to know more about estimating the continuing value of the tax 
“points” to be transferred, the effects of efforts to restrain accelerating program costs, 
and possibly the outcome of the constitutional discussions, before discussing the 
conversion of the interim arrangements to a continuing, unconditional system. I do not 
think we are likely to be assured on all these points much before 1973-74. But in 
re-affirming the proposal at this time, and inviting any province wishing to do so to elect 
for the interim arrangement in the immediate future, I want to emphasize that it is our 
intention that, when we come to discuss permanent arrangements, the federal government 
would be prepared to negotiate a formula that will fully compensate each province for 
the cost of the programs for which it would be taking over full responsibility. 
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Statement by Ontario 
HONOURABLE CHARLES S. MACNAUGHTON 
Treasurer and Minister of Economics 
at the 
Federal-Provincial Conference of Finance Ministers 
Ottawa 


November 4 and 5, 1968 


This meeting is as important to the future of Canada as any federal-provincial 
confrontation since World War Two. We can no longer afford simply to reaffirm platitud- 
es about co-operation and co-ordination or indulge in the luxury of theoretical specula- 
tion. We have some explicit questions and we expect unequivocal and logical answers. We 
believe these questions must be answered at the outset if the items on the agenda of this 
Conference are to have any meaning. 


Our whole purpose, in this exercise, is not to debate which government must face 
the issue of raising taxes but, rather, to define the best route to a viable Canadian 
federalism, given the fact that the provinces and their municipal partners account for such 
a high proportion now of the governmental financial and economic activity in this count- 
ry. We insist that, whereas the federal government is the central government, it cannot 
afford to place its own problems ahead of those problems which confront Canadian 
federalism and Canada as a nation. 


1. Does the federal government believe in approaching our financial problems in a 
spirit of partnership? 

2. If so, does this not imply that we must look at the structure and problems of 
government finance at all levels taken together? 

3. Will the federal government continue to insist that the provinces should go their 
own way, raise their own taxes, and concern themselves only with their own responsibili- 
ties, without regard to the needs or requirements of governments as a whole? Is this what 
you really want? Is this your view of Canadian federalism? Is this your view of the extent 
of the federal government’s responsibility for the financial and economic future of this 
country? 

4. Do you really wish to have a tax jungle? Do you really wish to have a balkanized 
economy? Do you really wish to have ten separate economic principalities in Canada? Do 
you really feel that the federal government can ignore the spirit engendered by the 
provinces in recent years for greater co-ordination and joint planning? 


5. Does the federal government realize that its most recent budget, by adopting an 
elaborate device to avoid sharing an increase in income tax revenues with the provinces, 
has made it very difficult for provinces like Ontario to follow the federal government's 
advice and raise its own income taxes? Does it know that the social development tax, 
announced prior to this tax-sharing conference, will impose the equivalent of a 9 per cent 
increase in total income tax collections? What room will this leave us to make provision 
for those critical needs of education, health and economic development? 


6. Does the federal government not believe, as we do, in a more progressive tax 
structure? 


7. Does it realize that by urging the provinces to meet their expenditure responsi- 
bilities by raising their own tax revenus, it is encouraging greater reliance on regressive tax 
fields? 


8. Does it believe that the provinces can independently raise their taxes without 
creating problems in turn for the federal government? Only recently, our increase in the 
tax on aviation fuel has caused concern to the federal government. Is this not a small, but 
significant, indication of what could lie ahead? 


9. Does the federal government believe, as many of its ministers have stated, that 
the big expenditure problems of the future lie in our cities? 


10. Does it believe, as was concluded by the Smith and Select Committees on 
Taxation in Ontario, that the plight of the municipalities should be relieved not by 
greater reliance on the regressive property tax but by revenues originally obtained 
through the personal income tax and passed down through the provinces? 


11. Does the federal government really believe that the problem of expenditure 
controls relates only to a few shared-cost programs? Or should a discussion of such 
controls not apply to all government expenditures, federal, provincial, and municipal? If 
the federal government believes that the institution of shared-cost programs leads to 
irresponsibility in spending, why is it introducing the medicare program in the present 
manner? If the federal government believes provincial governments should be in a 
position to act responsibly and set their own priorities in expenditure, is it prepared to 
turn over to us the fiscal equivalence of its budgeted medicare cost so that we can apply 
the money to our highest expenditure priorities? 


12. If the federal government believes that all governments should work together in 
advance of their budgets to achieve co-ordinated views and take appropriate action, does 
it not seem strange that for the third year in a row the federal budget has been timed to 
come just before these financial discussions rather than just after, thereby effectively 
pre-empting our position? Is this now the pattern of federal-provincial co-operation? 


13. Is the federal Minister of Finance prepared to sit down with his provincial 
counterparts in December or January to discuss the scope of the total government finance 


problem, our preliminary plans for all of our budgets, and to change its own plans in the 
light of the discussions that we have? 


14. If we correctly understand your apparent course and if you are determined to 
follow it, do we understand, then, that we are to go back and plan our own future in our 
own way? Is that what you wish? If that is the case, we are prepared to do it and we are 
prepared to do it vigorously but we want to know, we want the people of this country to 
know and, in particular, we want the people of our own province to know exactly why 
we are being advised to go in this direction, and why we have been obliged to embark 


aan the course of self-determination in the provincial economy which we must then 
ollow. 
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15. Can this pattern also be taken as a guarantee that the federal government will 
not intrude in the future in the provincial jurisdiction, notwithstanding recent evidence of 
increasing federal interest in matters such as securities legislation, educational broad- 
casting, certain aspects of transportation policy, and so on? If so, do you really think that 
you will be able to ignore the policies and the activities upon which the provincial 
governments might be obliged to embark? 


16. What assurance is there of any future consistency in federal financial policies? 
We find it ludicrous and incongruous that the Minister of Finance should, in the same 
budget speech, urge fiscal restraint, point the finger of blame at rising costs of provincial 
programs in which the federal government participates, and then insist on going ahead 
with medicare while saying that, costs-in that field are now under control. How does this 
reconcile with the table prepared recently in the Department of Finance which projects 
rapidly rising medicare costs over the next few years? What guarantee have we that, in a 
few years from now, the federal government will not dump the full responsibility for this 
program on the provinces and close off or limit its contributions after it has obliged the 
provinces to embark on this slippery slope? 


It is obvious that the social development tax is a premium for medicare. In turn, 
this coerces the Ontario taxpayer into a program, within the provincial jurisdiction, which 
the Ontario Government does not believe to be required as a government scheme when 
nearly 95 per cent of the people of the province already enjoy some form of medical care 
insurance. The fact that the federal tax increase is of an amount at least equivalent to the 
current federal estimate of its contributions to medicare in a full year is a clear indication 
of the federal intentions. We also regard it as nothing short of effrontery that this act 
should have been taken on the eve of a conference to discuss medicare, a conference 
which was urgently requested by all the Premiers during their meeting in Saskatchewan 
last summer. 


We therefore insist that this money be turned back to us unequivocally from 
January 1, 1969 so that we may then embark upon our own course of public medicare at 
an appropriate time, support the public forms of medicare presently underway or assign 
this money to those matters which we regard as having greater priority. 


We are not prepared to pass judgment on the policies of the other provinces where 
circumstances vary greatly. Let us merely note how the federal government’s determina- 
tion to persist with this program in Ontario, where corporations are now making consider- 
able contributions to medicare for their employees from corporate funds, will shift the 
burden to individuals as taxpayers and thereby, once again, follow a regressive path from 
corporations to individuals. 


We would point out to the federal government that we are undertaking an examina- 
tion of the cost structure of all provincial programs and the means of controlling expen- 
ditures in those realms, with firm measures to follow. We would like to know what the 
federal government proposes doing about costs within its own jurisdiction. In view of the 
failure of the federal government to anticipate the mounting pace of costs, what confi- 
dence can we have that it will not only anticipate where it is going but do something 
about the direction? 


In Canadian federalism today, nothing is more compelling than the plight of the 
municipalities. It is in the municipalities and the urban areas that the great need for 
governmental support is required. We are determined to help our municipal partners but 
we cannot do it alone. By insisting that we go our own way, is the federal government not 
turning its back on municipal problems? Does this mean that the federal government has 
no concern for municipal and urban proklems and is unwilling to do anything about 
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them? Does the federal government believe that the provinces should say to their munici- 
palities what the federal government has said to the provinces: “If you need more 
revenues, raise them yourself?” Or does the federal government intend to break some of 
its own principles of federalism and offer money directly to the municipalities? Since the 
federal government can only help the municipalities through the provinces, where the 
constitutional responsibility for the municipalities lies, unwillingness to co-operate in 
meeting the financial needs of the province is tantamount to an unwillingness to help the 
municipalities. Surely, this is an unacceptable and irresponsible course for a federal 
government to adopt in Canada today. We believe that it can only be described as “unjust 
federalism’. 


We have come here to put these questions and we expect to receive answers. We 
have come here in the belief that the future of Canadian federalism rather than the future 
of the federal government is at stake. We have come here to insist that financial problems 
are as important a-matter for national unity as any matters in the general area of 
constitutional concern. No distribution of spending powers will have much meaning 
unless it is accompanied by a like distribution of revenue powers. If the federal 
government refuses to take these problems seriously, we want there to be no mistake 
about where the responsibility will squarely lie. 
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Statements by Quebec 
HONOURABLE JEAN-JACQUES BERTRAND 
Prime Minister and Minister of Intergovernmental Affairs 
at the 
Federal-Provincial Conference of Finance Ministers 
Ottawa 


November 4 and 5, 1968 


On several occasions in the past, I have had the opportunity to attend federal- 
provincial or interprovincial conferences. It is the first time however that I attend such a 
conference as Prime Minister of Quebec. The health of our Minister of finance did not 
permit his presence here and I have decided to come myself for two main reasons. First, 
because of the extreme importance of the questions to be discussed and, second, because 
of the many current issues on which Quebec’s opinion can perhaps best be expressed by 
Quebec’s Prime Minister. 


All those who know me can bear witness to my belief in a renewed Canadian 
federalism. They know the interest I have shown in the solution of our constitutional 
problems. They can also testify to the hope I have placed in Canadian solidarity - a 
solidarity which would respect the rights of Quebec and of the French-Canadian nation. I 
have never fought shy of delicate and difficult questions and I am used to speak my mind 
loud and clear. And this is what I intend to do at this conference, in all deference to my 
friends of the federal government and of the other provinces. 


I Federal encroachments: 
their costs and dangers 


What have we seen happening lately, more particularly during the last few months? 
I am sorry to say that we have seen the federal attitude becoming arrogant and imperialis- 
tic, as the Government of Canada has begun intruding directly or indirectly in an astoni- 
shing number of provincial matters. 


We need only reflect on its desire for a larger hand in regional and urban develop- 
ment, securities regulation, scientific research, educational radio and television, cultural 
affairs. We can recall the last federal budget which, without any prior consultation with 
the provinces, changes many features of our fiscal structures in matters of great interest 
to Quebec. Then there are fields of action where the federal government wants a head 
start for fear the provinces might get in first. Or medicare and the imposition by the 
federal government of a tax which goes by the provocative name of “social development 
tax” and which - whatever anyone may say about it - will actually be used to implement a 
social security program that clearly falls within the provinces’ constitutional jurisdiction. 
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How many other fields will, in the future, witness similar federal intrusions? Our past 
experience prompts us to ask the question. 


What are the short- and long-term effects of this federal encroachment which, 
however gradual, is plain for all to see. 


In the short run, the central authority creates new financial obligations which serve 
as excuses for not vacating taxation fields to leave room for the provinces. The process 
also leads to duplication and misallocation of resources, needlessly adding to the 
Canadian taxpayer’s burden. 


But, in the long run, something much more fundamental will be involved - Canadian 
federalism itself. The present federal government appears to be reliving the old political 
dream of twenty years ago, thinking centralization, a policy which Quebec as well as all 
other provinces have grown to resent. The Canadian government is now acting as if it 
meant to achieve two objectives: generally speaking, to reduce the provinces to the rank 
of regional administrations totally lacking real power and, more particularly, ignoring one 
of Canada’s essential sociological realities, to prevent Quebec from asserting her presence 
as a distinct entity. Finding themselves under a sort of guardianship, the provinces will 
necessarily have to react strongly, a situation that will lead to instability in the very 
structure of the entire country’s administrative and political organization. Is this the 
desire of the federal government? 


I could not help being amazed at recent federal announcements. I fondly hope that 
they came as a result of passing unawareness, but at times I fear that they actually stem 
from a considered and deliberate policy. If such were the case, I am afraid that conse- 
quences could be disastrous. Quebec wants to co-operate, but she also wants her rights to 
be concretely recognized. Quebec wants to adopt a positive attitude but, whatever pre- 
text the federal government may invoke, she does not want to sit idly watching the 
gradual erosion of her constitutional prerogatives. 


Having lived through the centralizing federalism of twenty years ago, to “new 
federalism” ten years later, and “co-operative federalism” five years past, Quebec will not 
tolerate a switch to domineering federalism now. 


We sincerely want to work at improving and renewing our federal system, but it 
would be serious indeed if, just when we have started this difficult but necessary task, the 


federal government were to alarm us by putting us in a financially, administratively and 
politically untenable position. 


In that context, Quebec finds itself confronted with one specific problem: medicare 
and its accessory, the “social development” tax. We have every intention to have medi- 
care in Quebec, but at the time and in the manner which we will choose for ourselves. We 
cannot tolerate that the federal government should feel free to levy additional taxes on 
our citizens in order to finance programs, outside Quebec, which we know to fall within 
provincial jurisdiction. Such a behaviour is unacceptable. The Government of Quebec 
cannot tolerate to be hustled financially and administratively in order that the federal 
government might fulfill its electoral promises. This is why I want to declare immediately 
that we formally ask the federal government not to apply the new tax to Quebec citizens, 
and that from the moment of its proposed implementation on January Ist, 1969. 


__ [T would like now to come to the fiscal arrangements devised two years ago. At that 
time, it was obvious that several of the participating governments were not at all satisfied 
with the results and had strong misgivings about the state of this country’s public finan- 
ces. It was decided then that the clauses of the arrangements would be reopened after two 
years and a new attempt made to reach an agreement. Last August, in Waskesiu, the 
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provincial Premiers have reminded the federal government of that understanding. And we 


are here today to determine the best ways to prepare that review of existing arrange- 
ments. 


II The rise of public expenditures 


The work of the Tax Structure Committee has hardly been used. More specifically, 
the projections of expenditures and revenues showed a gradual deterioration in the finan- 
cial situation of the provinces. Rather than correct the balance, hold a tight rein on the 
expansion of the cost of existing programs, and slow down the creation of new programs, 
the federal government has been unable to curb certain expenditures and unwilling to 
cancel some of the costliest of its announced new programs. 


Thus all spheres of government have been forced to increase taxes considerably and 
will have to do so again if our disorganized fiscal structure remains unchanged. That some 
rise in taxation should be necessary when public needs increase sharply is understandable. 
But we have collectively reached a point where we have to raise taxes too steeply and at 
times that are inappropriate for a proper balance of the economy. In fact, completely 
disregarding the dictates of economics or common sense, we have continued to the point 
where tax increases only reflect the total lack of coordination and management in the 
public sector of our economy. 


Because we have never agreed or even tried to agree on what the priorities should 
be, because the federal government has competed with the provincial governments in 
developing programs, we have reached a point where the most somber appraisals of the 
Tax Structure Committee with respect to the future now appear to understate the facts. 


The present fiscal arrangements between governments are not only unrealistic but 
are conducive to a disorderly management of public finances. 


The late Prime Minister of Quebec, Mr. Johnson, had suggested that a committee 
regularly examine the total investment requirements and policies of major government 
spenders and crown corporations, so that public investments be better adapted to the 
current needs of the economy. Nothing came of the proposal. 


More recently, the Prime Minister of Canada attacked the provinces for the rapidly 
rising cost of post-secondary education as if the Bladen Report had never been published 
and as if this rate of increase had not been forecasted years ahead by the governments 
responsible for this field of action. What are we to think of this attitude? Should the 
federal government question the educational policies followed by the provinces? Perhaps, 
but if so, then national defence expenditures must also come under scrutiny. It is as 
legitimate for the provinces to raise questions about the share of the federal budget taken 
by our defence policies as it is for the central government to question the increase in the 
costs of post-secondary education. 


For all these reasons, I believe that we should attempt to achieve one very definite 
purpose: a fiscal and financial structure that will, thanks to a net transfer of resources to 
the provinces, allow each order of government to carry its present responsibilities as 
efficiently as possible. 

In the view of the Quebec government, all fiscal negotiations should be based on a 
few essential principles. 


III Basic principles 


(a) Governments should determine from time to time what the total tax burden 
should be, and share at least some of the tax fields among themselves. 
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(b) Governments that are ultimately responsible for given fields of activity, must 
have access to resources that they can handle as they see fit and allocate in the way they 
want to carry out their responsibilities. Thus all government funds must be such that they 
can be spent unconditionally. Successive Quebec Governments have stressed this point 
and the present government is determined to follow the same policy. Conditional grants, 
subsidies or transfers are wholly unacceptable since they earmark resources for purposes 
that may run counter to the policies which the government concerned has adopted. We 
have seen too many examples of such conflicts in the past and have no intention of 
witnessing any more in the future. Indeed the Quebec government recognizes that other 
provincial governments might find it convenient, for a variety of reasons, to participate in 
shared-cost programs. But it will not accept them for itself. 


(c) All governments in Canada should periodically survey the priorities that have 
emerged in their budgets. We should from time to time review together the programs that 
we have embarked upon. 


(d) Finally much closer cooperation should be established between governments in 
certain fields of strategic importance, so as to ensure a proper management of the 
economy. It seems odd - nay, irresponsible - not to have attempted any coordination at 
all in areas such as public investment or wages in the public sector. Provinces and munici- 
palities now account for more than 80 per cent of all public investment in this country. 
The direct or indirect wage component of provincial budgets is close to 50 per cent. In 
municipalities, it sometimes reaches 65 per cent, while in the federal budget the direct 
wage bill does not make up more than 18 per cent of total expenditures. These are all 
elements that must be taken into account in our discussions. 


On the basis of the principles and considerations that I have just stated, I therefore 
suggest that the present conference call upon the Continuing Committee on fiscal and 
economic matters to study the possible solutions to the problems that have been raised. 


IV Mandate of the Continuing Committee 
on Fiscal and Economic Matters 


The mandate given to the Continuing Committee could include the following 
points: 
(a) Study of the budgetary situation of the various governments, so that we may have 
an idea of the cost of present commitments in relation to the existing tax rates. 


(b) Preparation of budgetary projections for the next three years, in order to determine 
the. level of taxation and borrowing that will be needed. 


(c) Evaluation of the share of the total economy taken by the public sector and of the 
consequences thereof on economic growth. 


It could also be useful to ask the Continuing Committee to report on possible new 
forms of coordination, particularly as regards public investment and wages policies. As far 
as equalization is concerned, the Government of Quebec is satisfied with the existing 


formula, although it would not oppose its revision in order to allow for a catching-up 
operation where it is warranted. 


On the basis of such information, a meeting of Ministers of Finance could be held 
in January to work out an agreement on new fiscal arrangements for the period April 
1969 to April 1972. No doubt the studies that have been carried out on tax reform will 
have an impact on the solutions which each government will propose. However, the fact 


that tax reform has not yet taken place should not be an obstacle to establishing new 
fiscal arrangements. 
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Conclusion 


In concluding, I would like to say once again how important these negotiations are 
for Quebec. In the last two years, we have been forced to increase taxes considerably. The 
brunt of these new taxes has been largely borne by individuals, even though we have 
taken definite steps to achieve a better distribution of the tax burden. 


We have therefore an urgent need of a more equitable tax-sharing. This is not to be 
achieved today nor tomorrow. And this is why we have suggested that a positive result of 
our meeting would be to give the Continuing Committee a precise mandate in preparation 
for a January conference. 


In a country as complex as ours and in the present state of public opinion, anything 
that results in a weakening, let above a subjection of the provinces-and of Quebec in 
particular - can only lead to useless conflicts and major failures. Modern Quebec believes 
in the coordination of efforts in a common spirit, but not in subordination nor in 
unitarism. 


Canadian federalism still remains to be invented. To identify it too closely with 
existing formulas, or with foreign federal systems, or to confine it within the concepts to 
which we have been accustomed or to relate it to ideas which are now obsolete, would 
only sterilize our brand of federalism and imprison its members in a strait-jacket inhibit- 
ing the spirit of evolution and adaptation which should characterize our federal system. 


Canada needs a federal system that is imaginative, creative and able to renew itself. 
The fiscal arrangements that we will be discussing next January will be the test, the 
necessarily successful test, of a truly Canadian federalism - a federalism which accepts the 
decentralization required by our changing society. 


It is only through governments which are strong, free and equal, which are respect- 
ful of the others’ jurisdiction and which are ready to work in harmony for the solution of 
their common problems, that we will finally achieve Canadian solidarity. 


(Translated from the French) 
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Statement by Nova Scotia 
HONOURABLE W.S.K. JONES 
Minister of Finance and Economics 
at the 
Federal-Provincial Conference of Finance Ministers 
Ottawa 


November 4 and 5, 1968 


I Introduction 


1. Mr. Chairman, two of the proposed agenda items, Item I - Federal-Provincial 
Fiscal Arrangements and Item 3 - Shared Cost Programs, insofar as Nova Scotia is con- 
cerned, can conveniently be considered simultaneously. Unless there is strong objection, 
Nova Scotia wishes to make a general statement at the commencement of this meeting, 
and in doing so, we wish to refer to the agenda items in a different order than has been 
proposed. 


IT Tax Collection Agreement 


2. The first matter to which we wish to refer is the proposed Tax Collection 
Agreement. As in the past, Nova Scotia intends to accept the offer of the Federal 
Government to collect taxes on behalf of Nova Scotia, and we will be pleased to sign a 
Tax Collection Agreement with the Government of Canada substantially in the form in 
which it has been presented to officials of Nova Scotia. 


3. We anticipate, as has been discussed by the official representatives of our govern- 
ments, as members of the Continuing Committee, that an opportunity will be afforded at 
least once each year during the existence of the agreement for a discussion of tax-sharing 
arrangements between the Federal and Provincial Governments. 


III Major Shared Cost Programs 
4. The Government of Canada has expressed great concern at the rate of increase 
of expenditures in the major shared cost programs. There is no doubt that all Provincial 
Governments share this view, and have been very aware of these expenditure pressures for 
some time. 


5. A very few years ago, projections of revenues and expenditures of the three 
levels of government in Canada were prepared for the Tax Structure Committee. These 
projections indicated that the financial position of the Provincial Governments would 
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worsen both in absolute terms and in relation to the Federal Government’s financial 
position during the next few years. 


6. The Government of Nova Scotia has recently updated these projections of Nova 
Scotia’s revenues and expenditures, and these latest projections show that expenditures 
will rise faster than was estimated in the original Tax Structure Committee projections, 
and that Nova Scotia’s financial position in the next few years will be even more difficult 
to cope with than was anticipated in the first projections. The rapidly rising costs of 
providing education, health and welfare services will, as in the past, contribute very 
substantially to increased expenditures. 


7. With the knowledge available from the first Tax Structure Committee projec- 
tions, the Federal Government consciously elected to take the following actions with 
respect to major shared cost programs, the results of which are now being examined: 


(a) to revise and consolidate and increase welfare benefits generally, establishing 
the Canada Assistance Plan; 


(b) to initiate the Medicare program; 


(c) to increase substantially Federal Government expenditures in the education 
field. 


8. Nova Scotia decided to participate in these new shared-cost programs for one 
main reason: There is an obligation to provide for the citizens of Nova Scotia a standard 
of services which is as nearly as possible comparable to the average standard of services 
enjoyed by citizens elsewhere in Canada. Per capita personal incomes in Nova Scotia are 
about 25% lower than per capita personal incomes in Canada as a whole. This disparity in 
personal income has an adverse effect on the ability of Nova Scotians to pay taxes 
necessary to provide such a standard of services. This creates great difficulties for the 
Government of Nova Scotia in raising the required revenues. 


9. Nova Scotia has been willing to participate in these programs and is prepared to 
continue to participate in these programs, because no other way is available by which 
these services can be provided to the people of Nova Scotia. 


10. Views of the Federal Government, as they have been expressed in the news- 
papers and elsewhere, indicate that Ottawa wishes to re-examine: 


(a) the means of controlling expenditures in these programs; 


(b) the possible means of re-organizing these programs. 


11. The concern of the Federal Government at the rate of increase of these ex- 
penditures is, as we have said, undoubtedly shared by other Provincial Governments. 


12. Nova Scotia is constrained to say that if the Federal Government is surprised at 
the rapid rate of increase then this indicates it could not have examined or planned these 
programs carefully enough before they were launched. Let us remember that two of these 
programs, the Post-Secondary Education scheme and the Medicare program are new, and 
the welfare programs have been re-organized and expanded and called the Canada Assis- 
tance Plan. All this has taken place in the last three years. 


13. With respect to the Post-Secondary Education scheme, it should be remember- 
ed that this program was introduced in the form chosen by the Federal Government, as 
are all shared-cost programs. In the case of this particular program many, perhaps all the 
provinces, would have preferred that the Federal Government maintain many aspects of 
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the former system. However, since the provinces have been forced to follow the post- 
secondary education system for two years now, we submit that it is not possible to 
change direction from this course. 


14. The underlying economic and social problems which necessitated the introduc- 
tion of these particular programs still exist. The need for the continuation of these 
programs, particularly in the Atlantic Region, is beyond dispute. 


A Possible Major Reduction In These Programs 
15. Let us consider the effect of a major reduction in these programs. 


16. It can be said without any hesitation that these programs are not simply 
desirable but are essential in Nova Scotia. A major reduction in the level of services 
available under them to the people of Nova Scotia would be, in many instances, truly 
injurious to their well-being and standard of living. 


17. The latest available figures on the level of provincial government expenditure in 
health, education and welfare show that Nova Scotia has been unable to reach the 
national average level of expenditure in these fields. 


18. Although Nova Scotia has increased expenditures greatly in these fields, other 
provinces continue to advance. It has been impossible for Nova Scotia, with its limited 
fiscal resources, to do more than narrow the gap between Nova Scotia’s per capita 
expenditures and the national average. 


19. As an example, let us consider provincial expenditures in 1965, the latest year 
for which all Provincial figures have been published by D.B.S.: 


1965 Per Capita Expenditures 


Nova Scotia Ontario All Canada 
Peet PE ee SE onc iahg 35 ws owe o%e. $43 $45 $55 
SRT USS) OMA OM Fe pg igs gon gl ea 54 78 (hs 
SO LEN OS OT AS Se ee nea 14 13 22 


20. We have appended to this submission more recent information illustrating this 
deficiency in per capita expenditures in these major shared cost fields. (Appendix A) This 
information shows that, despite Nova Scotia’s increasing expenditures, this gap in expen- 
ditures persists. 


21. Nova Scotia wishes to emphasize that every effort must be made to continue to 
provide the citizens of Nova Scotia with, at the very least, the present level of services. In 
the case of the less wealthy provinces, the present rate of federal participation in shared 
cost programs must be maintained. In some cases there are strong arguments why expen- 
ditures must be increased in Nova Scotia, until such time as the per capita expenditures in 
Nova Scotia have attained the national average per capita expenditure. Indeed, we submit 
that there is a moral obligation on the part of the Governments of Canada and Nova 
Scotia to make such expenditures in the future as are necessary to provide the citizens of 
the province with a national average level of services. 


Control of Expenditures 


22. Thus far we have referred principally to the necessity to continue these major 
programs in their present form, with a continuation of federal participation on the 


present basis. 
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23. With respect to control of increasing expenditures in these fields, Nova Scotia 
is most anxious to ensure that the greatest possible efficiency is achieved in spending 
public money for health, education and welfare. 


24. Nova Scotia has practiced restraint in the past in preparation of budgets, and 
we have every intention of doing so in the future. 


25. If it is the wish of the Ministers of Finance to undertake an examination of 
ways in which economies and efficiencies can be realized in these fields, Nova Scotia will 
be pleased to participate actively in studies relating to efficiency in expenditure of public 
money in the fields of health, welfare and education. 


Proposed Action Respecting Control of Expenditures 


26. On April 1, 1964, the former Prime Minister, The Honourable Mr. Pearson, 
made a speech, with which many of those present are familiar, recommending establish- 
ment of the Tax Structure Committee. We have appended hereto the full text of his 
statement as Appendix H. In this speech the Prime Minister stressed the necessity of 
avoiding piecemeal consideration of our urgent federal-provincial problems: 


“I think that our discussions have shown one thing, above all, with unquestionable 
clarity: We have not been getting to the roots of our problems. Our uncertainties take 
varying shapes - from those of Premier Smallwood, to those of the two central provinces 
and, I may say, of Canada - but we have in common a real uncertainty as to the nature of 
contemporary federal-provincial relationships within Confederation.” 


“We all know that the answer to this problem will determine our survival, will 
govern our future, as a federal state extending from coast to coast. We all know also that 
we will not find an answer through the kind of piecemeal consideration we have been 
giving to it. At our recent meetings we have been, I think, fairly successful in finding ad 
hoc solutions to points of immediate difficulty. As a group, we have been reasonably 
adept at partial solutions and finding political and financial expedients.” 


27. The Prime Minister went on to recommend the establishment of the Tax Struc- 
ture Committee to review federal and provincial taxes in relation to responsibilities: 


“To move to political or philosophical depth is more difficult. But, unless I very 
much mistake the spirit of our discussions, this has to be done. My suggestion is this: we 
as a conference should appoint a committee consisting of one Minister from each provin- 
cial government and, say, two or three from the government of Canada. We should charge 
that committee, which would have to have full-time experts, to review the nature and 
extent of federal and provincial taxes in relation to the financial responsibilities which 
now have to be carried by both federal and provincial governments.” 


28. Nova Scotia subscribed to the goals and aspirations which the Prime Minister 
set forth. The Prime Minister’s goals for the Tax Structure Committee were however not 
attained. He had, we believe, hoped that they could be attained in the space of about one 
year. This was the time within which he wished a definitive report. Principally because of 
the lengthy and complicated nature of the work, the report was delayed and did not in 
Nova Scotia’s view, meet the goals set by the Prime Minister. We are not in the least 
critical of the fact that the Committee did not complete its work: Nova Scotia does 
however wish to emphasize that there is a real need for the Tax Structure Committee to 
resume and to continue its work. Studies which meet the aims and terms of reference of 
the Committee can be of great significance to Canada, but only if the Committee carries 
on and completes the studies. It is highly likely that this work must be of a continuing 


nature and we submit that the Tax Structure Committee for the forseeable future must 
be a permanent body. 
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29. In the last paragraph of the “Report of the Tax Structure Committee to the 
Federal-Provincial Conference dated October 28, 1966,” the Chairman of the Tax Struc- 
ture Committee, who was the former Federal Minister of Finance, recommended on 
behalf of the Committee, in the last paragraph of the Report that: “The Committee 
would recommend that it be authorized to sit again, during 1967 and 1968, in order to 
consider further the work assigned to it by the Federal-Provincial Conference. A further 
purpose of the meetings would be to discuss the implications of the reports of the federal 
and provincial Royal Commissions and committees on taxation”. 


30. Two years have elapsed since that report was submitted. The Tax Structure 
Committee has been remarkably inactive despite the recommendation which the Commit- 
tee made to the Federal-Provincial Conference on October 28, 1966. We realize that 
although the Ministers of Finance Meeting is comprised of practically the same personnel 
as was the Tax Structure Committee that the Ministers of Finance Meeting is not bound 
by the same terms of reference which were given to the Tax Structure Committee by the 
Prime Ministers and Premiers on October 14, 1964. 


31. Nova Scotia submits that the Tax Structure Committee should be reconvened, 
that the terms of reference of the Tax Structure Committee should be considered and 
followed very carefully, and that the matters which are before this Meeting of the 
Ministers of Finance should, properly speaking, be considered by the Tax Structure 
Committee. 


32. In making the aforementioned submission it is not the intention of the 
Province of Nova Scotia to encumber proceedings in any way with questions of pro- 
cedure. We simply wish to emphasize that the Ministers of Finance are meeting without 
clear terms of reference which we submit are necessary if we are to deal adequately with 
the matters of great moment which are before us. 


33. Those attending this meeting are probably familiar with the terms of reference 
of the Tax Structure Committee. Rather than setting forth all the terms of reference, we 
have appended the complete terms of reference as Appendix G. We wish, however, to 
draw the attention of this meeting to the following specific terms of reference: 


“2. The problems involved in financing these expenditures and their relationship 
to the economic circumstances to be expected, the probable levels of costs of 
public services and facilities, and the prospective levels of government debt; 


3. The general policy to be followed in respect of shared-cost programmes 
during the period 1967-72; 

4. The tax fields that should be used exclusively by the federal government and 
by the provinces and municipalities, and the fields in which joint occupancy 
is desirable; 


5. The arrangements to be made in respect of jointly-occupied tax fields, 


The relation of equalization grants to the fiscal requirements and fiscal 
capacities of the provinces, and the best equalization arrangements for the 
period 1967-72.” 


34. It seems illogical to Nova Scotia that the Ministers of Finance should be meet- 
ing without terms of reference when a clear mandate and clear instructions have been 
given to them to meet as the Tax Structure Committee. Surely we are missing a very 
valuable opportunity to deal with these major problems which confront Canada in a 
methodical, businesslike fashion. Nova Scotia submits that in dealing with these matters 
as we presently are, decisions may be taken which will be made in too great haste, and 
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without appropriate regard for the important inter-relationships which exist between the 
subjects which are before us and other important fiscal and economic questions. 


35. The former Federal Minister of Finance passed to the Federal-Provincial Con- 
ference the recommendation that we meet during 1967 and 1968. Regretfully, we feel 
that it must be acknowledged that the Tax Structure Committee has failed to meet its 
responsibilities to meet as the Tax Structure Committee and to deal effectively with these 
problems. The current period covered by the Tax Collection Agreements is nearly over. 
This meeting of the Ministers of Finance obviously must proceed with matters of the 
most immediate importance. 


36. However, let us resolve to meet hereafter as the Tax Structure Committee in 
order to deal with important matters in an orderly fashion and pursuant to our mandate 
as set forth in the terms of reference of the Tax Structure Committee. 


37. The procedure which we have referred to above should be adopted with respect 
to the vital question of rising costs of the major shared cost programs. We submit that the 
Ministers of Finance, as the members of the Tax Structure Committee, should consider 
the desirability of the following courses of action: 


a. The Tax Structure Committee should consider and recommend the best means 
of carrying out such a study; 


b. In doing so the Tax Structure Committee should use broad terms of reference to 
determine the best means of achieving economies and efficiencies in shared cost 
programs; 


c. The Tax Structure Committee should communicate its conclusions to all the 
governments concerning: 


(1) The objectives of such studies; 
(2) The form and procedure to be used in such studies; 


(3) Views of the Committee as to the methods of reporting and methods of 
implementing the results of such studies; 


d. Each government would then examine recommendations submitted by the Tax 
Structure Committee; 


e. Each Minister of Finance would then forward the views of his government to the 
Federal Minister of Finance; 


f. The Federal Minister of Finance could then, as Chairman of the Tax Structure 
Committee, convey these various views to the Minister of Finance of all provincial 


governments, and provided there was substantial agreement at this stage, the studies 
could be commenced. 


38. By following this course of action, the Ministers of Finance and Provincial 
Treasurers will arrive at the proper procedure and the studies can be commenced with 
dispatch, without waiting for another meeting of the Tax Structure Committee. 


39. There is an additional reason for reactivating the Tax Structure Committee. 
The Federal Government has on several occasions indicated that it intends to abandon 
shared cost programs after they have been in force for a few years. Nova Scotia wishes to 
express its great concern at this continued form of federal withdrawal from these pro- 
grams. If this course is followed in respect of the major programs in the next few years, 
even though there may be offers of fiscal transfers to the provinces from the federal 


government, it is probable that several provinces will face serious financial consequences 
without continued direct federal participation. 
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40. This pattern of federal abandonment and the making of fiscal transfers with 
reference to shared cost programs should be reviewed immediately by the Tax Structure 
Committee. It is simply not an acceptable or practical procedure so far as Nova Scotia is 
concerned. Nova Scotia will be faced with very onerous burdens when Ottawa chooses to 
abandon their participation in shared cost programs. No doubt other provinces are in a 
similar position. 


41. Nova Scotia submits that this well-known federal practice, which has been 
genuinely feared by the provinces, cannot be afforded by the less wealthy provinces of 
Canada under their present circumstances. This practice, if followed in the future, will 
place substantial extra burdens on tax payers in these provinces, which have insufficient 
sources of revenues at their disposal even now. 


42. Surely now is an appropriate time to reconsider this past unilateral federal 
practice which has caused great problems for Canada’s provinces, particularly those in 
regions which suffer from economic disparity. Let us consider and earnestly try to resolve 
this matter, which is of concern to all Canadians, when the Ministers of Finance meet as 
the Tax Structure Committee. 


Special Problems of Control of Expenditure on Shared-Cost Programs 


43. In discussing control of expenditures, Nova Scotia wishes to emphasize one 
point which is probably of equal importance to other less prosperous provinces of 
Canada. 


44. In order to obtain employees and equipment to provide services in Nova Scotia 
in the fields of education, health and welfare, we must, in effect, compete in the national 
market. Skilled personnel are remarkably mobile. Equipment costs in Nova Scotia are 
certainly as high or higher than in the major centres of Canada. 


45. It is more difficult for Nova Scotia to control the expenditure growth rate in 
times such as these than it is for prosperous provinces of Canada. We still have with us the 
problem of “catching up” in providing services. 


46. It will therefore be very difficult for the less prosperous provinces to restrain 
their rate of growth in these expenditures to the lower rate of growth which the Federal 
Government or some other provinces may hope to achieve. 


The Most Desirable Course of Action Respecting Shared-Cost Programs 


47. Nova Scotia contends that the appropriate course of action which must be 
followed respecting these shared-cost programs is: 


(a) to undertake a course of action which will lead to the most effective use of 
public money in the fields of education, health and welfare; 


(b) to maintain the present rate of federal participation so as to ensure the 
continuation of benefits of the major shared-cost programs at the same level 


as at present. 


Revenue Requirements to Meet Shared-Cost Expenditures 
48. Nova Scotia has outlined some of the reasons why we feel that services in these 
fields must not be diminished. 
49. We are very much aware that for Nova Scotia to pay for the Province’s share of 
these programs will be very difficult in the future years. 
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50. Nova Scotia anticipates that the demands for increased expenditures in the 
fields of education, health and welfare will be very much greater than the natural increase 
in our revenues from present revenue sources. 


IV Importance of Equalization in Providing Services 


51. Two years ago the Government of Nova Scotia made strong representations as 
to the necessity of revising the equalization formula. We wished to see this formula 
revised in order to enable the less fortunate provinces of Canada including Nova Scotia, to 
have sufficient financial resources to be able to provide at least a national average level of 
services without imposing a greater than average burden of taxation on the people of 
these provinces. 


52. After considerable deliberation, a new equalization formula was decided upon. 
Although very helpful and greatly appreciated, it did not achieve complete equalization. 
The principal defect was that the new formula did not equalize municipal revenues, which 
in nearly all provinces of Canada are a most important source of revenue. 


53. It must be remembered municipal governments which are the creation of the 
provinces have important and costly responsibilities. If equalization is intended to ensure 
all provinces the ability to provide at least a national average level of services, it must not 
be restricted to services provided by provincial expenditures only. 


54. The need for combined provincial and municipal figures was recognized by the 
Tax Structure Committee when it decided that the revenue and expenditure forecasts 
would be meaningless unless they were done on a combined Provincial-Municipal basis. 


55. The inability of certain provinces to provide a national level of services applies 
to municipal services just as acutely as it does to services generally considered to be 
provincial responsibilities. To ignore municipal needs which include, for instance, the 
rising cost of education, is unrealistic. 


56. Nova Scotia therefore submits that a new equalization formula should be 
adopted which must take into consideration municipal revenues. 


V Regional Disparity and Provision of Services 


57. In discussions which took place at the Confederation of Tomorrow Conference 
and at the Constitutional Conference, the problem of regional economic disparity re- 
ceived great attention. 


58. It may fairly be said that as the result of these discussions the problem of 
regional disparity is recognized as one of Canada’s two major problems. 


59. Nova Scotia is convinced that one of the very significant ways to deal with 
important aspects of the regional disparity problem is to ensure that all provincial govern- 
ments are financially capable of discharging their responsibilities. 


60. Nova Scotia is of the opinion that the provision of complete equalization, 
through improvement of the present formula by including municipal revenues in the 
calculation, will help the provinces requiring this assistance very substantially in their 
efforts to alleviate hardships arising from regional economic disparities. We recognize that 
provision of equalization is only one aspect of federal responsibility respecting regional 
disparity, but it is nevertheless a vital aspect of the regional disparity problem. 


61. Nova Scotia therefore submits that a new equalization formula should be 
adopted now in clear recognition of the principle that people everywhere in Canada are 
entitled to services which are as nearly as possible equivalent to the national average level 


26 


of services. All provincial governments must have sufficient revenues to be able to provide 
these services. The provision of complete equalization so as to assure these revenues is an 
essential first measure which must be undertaken in our efforts to overcome regional 
economic disparity. 


VI Summary 


62. Mr. Chairman, it is likely that the deliberations of the Ministers of Finance on 
several of these topics will continue at the next meeting which will take place in 
December. 


63. However, between now and December provincial governments will be preparing 
their budgets for 1969-70. We have little time before the results of these discussions must 
be translated into action at the Provincial Government level. 


64. This is the reason for Nova Scotia submitting views on all these subjects at this 
time. Our views may be briefly summarized as follows: - 


(a) We favour all efforts to ensure efficiency in spending for the major shared 
cost programs. 


(b) Nova Scotia submits that it is vital that federal participation be continued at 
least on the same basis as presently provided for in the shared cost programs. 


(c) Nova Scotia urges immediate revision of the formula so as to provide 
complete equalization of all revenue sources, including municipal revenues. 


(d) In dealing with the problem of regional economic disparity we urge that each 
province be placed in a position to be able to discharge its responsibilities in 
respect of health, welfare and education. This must be at least partly 
accomplished by revising immediately the equalization formula as indicated 
in (c) above. This should not await any action of the Constitutional 
Conference. 


(e) No further major shared cost programs should be undertaken without the 
concurrence of the Tax Structure Committee and provincial governments. 


(f) Nova Scotia intends to sign the proposed Tax Collection Agreement 
substantially in the form already submitted to us. 


65. In addition to all of the foregoing Nova Scotia again wishes to state, as it has 
stated before, that at the present critical stage of Canada’s economic development the 
Federal Government must have sufficient revenue resources to discharge its responsibili- 
ties. 

66. Nova Scotia further submits that in the future before any major financial 
undertaking is made by the Federal Government which will affect provincial expenditures 
or fields of responsibility, there should be a strong measure of agreement by the Tax 
Structure Committee and by both federal and provincial levels of government as to: 


(i) the priority to be assigned to the scheme, in relation to other high priority 
matters, and 

(ii) the extent of the financial undertaking of each of these levels of government 
with respect to any new programs. 


67. Mr. Chairman, rather than making extensive statistical references in this sub- 
mission, we have appended hereto various data which relate chiefly to the present 
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economic conditions in Nova Scotia. These set forth in statistical form the problems 
which our present government policies are designed to alleviate. 


68. Finally and in conclusion, we wish to say just a few words about the most 
recent Federal Budget and particularly its relationship to provincial tax matters. 


69. It is disappointing after more than 25 years during which time the Federal 
Government and the majority of the provinces have either shared or cooperated in the 
field of income tax that we now find the Federal Government levying new taxes on 
income which will not be of any benefit to the provinces. 


70. This action is particularly disappointing as it occurs at a time when we are 
gathered to discuss our mutual concern about rapidly rising costs of shared-cost programs. 
The provinces are asked to cooperate with the Federal Government and assume their 
responsibilities for rapidly growing expenditures, but at the same time are deprived of a 
share of increased income tax revenues which are so badly needed to finance these 
shared-cost programs. Our preliminary calculations indicate that if these taxes had been 
shared, Nova Scotia would receive an amount of approximately $2.8 million excluding 
equalization in the next fiscal year - a not insignificant amount in a province the size of 
Nova Scotia. 


71. The recent Budget contained resolutions which involve major changes in the 
structure and rates of the estate tax. This is a tax in which the provincial governments 
have a greater interest than the Government of Canada. 


72. It is surprising that after repeated assurances by Ottawa that there would be 
ample opportunity for public debate on major tax reforms prior to enactment, we now 
find these important changes introduced in a Budget without any prior knowledge of or 
consultation with the provinces. 


73. We believe that these most recent developments are a further indication of the 
need for reactivating the Tax Structure Committee so that major changes in taxes, in 
which the provinces have a vital interest, will be properly reviewed and debated by both 
levels of government with a view to continuing tax harmony and cooperation in the 
future. 
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Appendix A 


PER CAPITA NET GENERAL EXPENDITURES BY 
PROVINCIAL GOVERNMENTS ON SELECTED FUNCTIONS 


HEALTH 
Nova Scotia Quebec 
$ %Change $ %Change 
Cy i 2 ee 27 27 
eae? aan 29 ie 30 ins 
“Cs hs nme gn ee 32 33 
PME S +6, Wt nbn ae 35 os 45 ae 
Pho a eee cies SP aL 
CE ee ae a Si hee BOEoey ge 
ili ee ee 69 8 102 
SOCIAL WELFARE 
TGs ee Ot vse 9 22 
196263. 9). oe et te. ttt ce | <Poayaae 
Peete eer.  haeie : 24 Pee 
COND GSS65 FE Na ics os bec 13 27 
C1 Ce ees eee ee one Dee 
UES 2g el ee ea iv. ON ee aa 
CGT 68 Me ore, vig s, ai, 51 
EDUCATION 
ee: el 34 49 
ho at eS GE 36 58 596.1 
ihe co Ong agama ie 42 oa 61 17.3 
et Gs. ae Seas 45 ee D rae 
| ne ae 54 aie... 80am. 
cl) ee 2 a 66 perc tapanees > 
Ey et ae 103 ‘L413 
Source: D.B.S. 68-205 
68-206 
68-207 
(1) Preliminary 
(2) Estimate 
October 18, 1968 
Appendix B 


Ontario 
$ %Change 
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PERSONAL INCOME PER CAPITA, NOVA SCOTIA AND CANADA 


(Current Dollars) 


Year Nova Scotia Canada 
Sy PV Ree Ra Cee a 1,197 1,564 
je ae eS Ween A at at 1.252 1,667 
Dy i oe Ve ak oe ow eadle 1,306 1,740 
US Os er ee 1,379 L822 
UME I OM Ree eee ee 1313 1,988 
ee a ne aera 1,614 OS BP 
1 ag 2S at hy ee a 1,790 23313 


Source: D.B.S. National Accounts — 13-201 


N.S, as % 
of Canada 
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Differential 


All Provinces 
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Canada —N.S. 
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Appendix C 
LABOUR FORCE@®) & EMPLOYMENT BY QUARTER, NOVA SCOTIA, 1964-1967 


pie Total Em- Total Un- Unemployment Rate 
ope ployment employment N.S. Atl. Prov, Can. 
(’000) (’000) (’000) (%) 
1964 
AOR 7 onto 237 223 14 ae 6.3 3.8 
1965 
1 O Menten tS 233 212 zi 9.0 $2.2 5.8 
Zor eet 241 228 13 5.4 8.3 4,2 
o) 8 ee eA 251 242 9 3.6 4.2 2.8 
AO ois settee 242 233 9 Sc) hee 3.0 
Mon. Avg. 242 229 13 5.4 ha 3.9 
1966 
AO ne er 237 217 20 8.4 10.7 4.9 
LOW Sede e 244 233 ip 4.9 sp, 555 
DOG rs aug 259 249 10 3.9 4.1 29 
AO. od Meese 250 240 10 4.0 Sik Ps | 
Mon. Avg. 248 239 13 Jez 6.5 3.6 
1967 
TOTS ease 242 224 Zi 8.7 10.4 Be 
D4 © UG: ee es 250 235 15 6.0 Lee 4.2 
SON Puan. 3 260 250 10 3.8 ited 3.) 
BO Perea to 205 243 i 4.3 5.4 aye 
Mon. Avg. 252 238 14 5:6 6.6 4.1 
1968 
LO Wee eee 248 226 Paid 8.9 10.8 6.3 
ZO SA oe oe wee 252 237 15 a P (ie 5.0 


(1)Based: on civilian population 14 yrs. of age and over, excludes inmates of institutions, 
members of the armed services and Indians living on reserves. 


Source: Nova Scotia Department of Labour —‘“‘Current Labour Statistics for Nova Scotia’’ and 
D.B.S. 11-003. 


30 


Appendix D 
CAPITAL EXPENDITURES PER CAPITA, NOVA SCOTIA & CANADA 1961-1967 


Business Housing Social Capital(1) Total(2) 

Bie Mommies (Crt NS) tC. NS... Can. 
eR ro, 151 $265 67 $ 80 85 $102 304 $448 
LINE ETO a 137 bil 59 85 102 113 299 469 
cL | OEE ape a ee 161 292 59 90 92 114 aie 496 
BOG re tion 3 ie KR 212 347 62 105 84 116 358 567 
ING Se ois ete es 224 410 67 108 129 136 420 655 
ELE RR ee oe 297 489 66 109 181 156 545 7154 
1967 
preliminaty..2.....é 345 462 56 115 207 166 609 744 
1968 
imnfentons: 1... 356 463 69 128 242 182 668 7173 


Source: D.B.S. 61-205 


(1)Social Capital includes capital expenditures on buildings and equipment for provincial and 
municipal hospitals and schools, and universities, and includes capital expenditures of government 
departments, and also government establishments which derive their revenue from the provision of 
goods and services to the public. 

2)Due to rounding of figures, totals do not necessarily equal the totals of sums in the columns. 


Appendix E 
RETAIL TRADE 
NOVA SCOTIA AND CANADA 
1961—1967 
Nova Scotia Canada 
Total Per Capita Total Per Capita 
$’000,000 $ $000,000 $ 

Rea aed pole FOX a etal 580 787 16,073 881 
BN cn ws ial eve otee s a\dke a es 603 808 17,094 920 
DAG Oh aie See aie gh as Oe oS 632 842 18,116 957 
OLN hig Soa a a ae 663 878 19.351 1,003 
Be ata a tie 4: ee oe (pel 940 20,954 1,067 
Ree ee eile vste shai cke bh ias © wie! ee 754 997 22,416 1,120 
SEAS ART ale el age apr 801 1,058 23,18) 1,166 


Source: D.B.S. 63-513, 63-005 
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Appendix F 
PARTICIPATIONS* IN THE LABOUR FORCE 


Nova Scotia Canada 
(per cent) 
1S th apie oe oa papier Aba Re eee.” ae van eed Org. $0.3 54,2 
TOOT. ee. ih. ea tt ee eee eee eae. 49.3 53.7 
BOG Gee Pr or ttwits a et eee ee Pointe ee eee amas 49.6 56.0 


*Measured by the ratio of the number of people in the labour force as a percentage of the 
number of people in the Province 14 years of age and over. 


PERCENTAGE OF THE POPULATION IN THE WORKING 
AGE GROUP — AGE 15 TO 64 


Nova Scotia Canada 
(per cent) 
POS ee Piast oa ee eee tee Se pee Pac eee 58.9 61.9 
TLOS6 SR ad BES et Meee ie ee 57.6 59.7 
GL aati iro ee ae ee a coer ere 56.6 58.4 
ED OGY : siete Main ae eR ne eco 57.4 59.4 


NET OUT-MIGRATION FROM NOVA SCOTIA FOR 


FIVE-YEAR PERIODS 
Le Pad Fare 6 Brg ins Sar re er Ne Peep ee te a Te nt otras oy Sal CAREY Choc ates Al 11,000 
TOS 6-6. D oss egies pee soci 5 Yea a gies wo se ot oe ee es 2 ae 22,870 
RI OU6 Ose ase, 5,0. Ree wiiath) oe v2 WEN Rea «veo RR 2 veg ee ue 37,000 


Source: D.B.S. estimates. 
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Appendix G 


TERMS OF REFERENCE — TAX STRUCTURE COMMITTEE 


The Prime Minister and Premiers have this morning adopted the following 
recommendations of the Tax Structure Committee on the terms of reference of the 


Committee: 


= 


It — 


Ii — 


The Committee is directed by the Federal-Provincial Conference to Study and 
to report upon the following matters, its report to be submitted to the 
Conference early in 1966: 


1. Trends to be expected during 1967-72 in public expenditures by the 
federal government, the provinces and the municipalities, taking into 
account the broad priorities likely to be accorded by governments to 
expenditures on major programmes that will compete for available 
funds; 


2. The problems involved in financing these expenditures and their 
relationship to the economic circumstances to be expected, the 
probable levels of costs of public services and facilities, and the 
prospective levels of government debt; 


3. The general policy to be followed in respect of shared-cost programmes 
during the period 1967-72; 


4. The tax fields that should be used exclusively by the federal 
government and by the provinces and municipalities, and the fields in 
which joint occupancy is desirable; 


5. The arrangements to be made in respect of jointly-occupied tax fields; 


The relation of equalization grants to the fiscal requirements and fiscal 
capacities of the provinces, and the best equalization arrangements for 
the period 1967-72; 


7. Future intergovernmental liaison on fiscal and economic matters; 
8. Other related matters. 


The Committee agreed upon the nature of the studies that should be 
undertaken to facilitate its work. These will be put in hand as quickly as 
possible. 


The Committee agreed that the Continuing Committee of officials on Fiscal 
and Economic Matters, originally established by the Federal Provincial 
Conference of 1956, should be assigned responsibility for general direction of 
the studies to be undertaken and the working out of the assumptions and 
methods to be used in those studies requiring a common basis of approach. 
Mr. A. W. Johnson was selected to coordinate and expedite this work, as well 
as to be Secretary of the Tax Structure Committee itself. 


October 14th, 1964. 
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Appendix H 
April 1, 1964 
PRIME MINISTER’S STATEMENT ON TAX STRUCTURE COMMITTEE 


I think that our discussions have shown one thing, above all, with unquestionable 
clarity: We have not been getting to the roots of our problems. Our uncertainties take 
varying shapes — from those of Premier Smallwood, to those of the two central provinces 
and I may say, of Canada — but we have in common a real uncertainty as to the nature 
of contemporary federal-provincial relationships within Conferderation. 


We all know that the answer to this problem will determine our survival, will govern 
our future, as a federal state extending from coast to coast. We all know also that we will 
not find an answer through the kind of piecemeal consideration we have been giving to it. 
At our recent meetings we have been, I think, fairly successful in finding ad hoc solutions 
to points of immediate difficulty. As a group, we have been reasonably adept at partial 
solutions and finding political and financial expedients. 


That is useful and essential. But it is not enough. We have to go deeper. The 
question is how. 


In these matters, there are two kinds of depth. One is technical. The other is, as Mr. 
Smallwood said yesterday, philosophical — or political in the broadest sense. 


After reflecting on our discussions yesterday, I want to make suggestions under 
both these heads. 


First, as to greater technical examination in depth. The federal government would 
like to invite all provincial governments who so wish to enter into detailed negotiations 
with us as to the terms under which contracting-out from existing shared programs of a 
permanent nature, involving fairly regular annual expenditures, might be arranged. I think 
that terms of reference for such discussions can be constructed without too much dif- 
ficulty from the points of similarity between what I said yesterday and what was said by 
various provinces. 


It should be clear that the discussions between the federal government and any one 
provincial government cannot be final and definitive. The resulting proposals will be of 
importance to all provinces and will have to be brought back to a general federal- 
-provincial conference. But I think that it is by detailed discussions that we can make 
further progress in a way that may prove satisfactory to us all. 


So much for my first suggestion as to how we proceed in depth: that is, by 
technical discussions. 


To move to political or philosophical depth is more difficult. But, unless I very 
much mistake the spirit of our discussions, this has to be done. My suggestion is this: we 
as a conference should appoint a committee consisting of one Minister from each pro- 
vincial government and, say, two or three from the government of Canada. We should 
charge that committee, which would have to have full-time experts, to review the nature 
and extent of federal and provincial taxes in relation to the financial responsibilities 
which now have to be carried by both federal and provincial governments. 


We would insist that this tax structure committee, as we might call it, would have 
to be an active committee. It must produce an interim report to be delivered to us, as the 
Premiers’ conference, before the end of the year. It should be further instructed to review 
this interim report in the light of our comments and of the reports of the various Royal 
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Commissions and other enquiries into taxation which are under way at present. By a 
reasonably early date next year — within, I would hope, about 12 months from now — we 
would expect a definitive report. 


I think that in such a period we could carry out, if we gave the matter sufficient 
priority, an enquiry that would be comprehensive in character and could be vitally 
important in its comprehensive results. 


This would be no ordinary committee. The enquiry will require wisdom and expert 
knowledge. It will also require devotion to the ideal of a strong federal government and 
strong provincial governments, working together for the realization of a prosperous and 
united Confederation. I suggest to you that it is a major task which should be undertaken 
without delay. If this conference so desires, it could order this enquiry to be undertaken 
at once. 
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Statement by New Brunswick 
HONOURABLE L.G. DESBRISAY 
Minister of Finance 
at the 
Federal-Provincial Conference of Finance Ministers 
Ottawa 


November 4 and 5, 1968 


Mr. Chairman: 


New Brunswick welcomes this opportunity to present its views on federal-provincial 
fiscal arrangements at a time when this subject is uppermost in the minds of all 
Canadians, following as it does on the heels of the federal budget presentation. 


I will comment only briefly on the latest federal budget proposals and say that New 
Brunswick is somewhat disappointed that Ottawa has apparently considered only its own 
fiscal requirements and neglected the pressing financial needs of the provinces, offering 
instead to seek our “vigorous co-operation” in order to achieve some restraint in the 
growth of jointly financed programs. 


The federal government has taken the stand that it will not give up any additional 
tax room to the provinces. This it has demonstrated by initiating three increases in 
personal income tax over the last two years, none of which the provinces are eligible to 
share in. 


We in New Brunswick are coming to the conclusion that financial flexibility is 
becoming a thing of the past for most provinces. Rapidly rising costs in the areas of 
health, education and welfare are primarily responsible for this loss of flexibility. We do 
not say that Ottawa has no appreciation of our problems, but we do say that Ottawa 
offers little to make us believe there is any deep concern on their part for the provinces’ 
collective financial plight. 

Although the federal government has not offered us any new financial assistance, it 


has suggested a method of approaching our problems. New Brunswick accepts the federal 
government’s offer to work on a co-operative basis to seek solutions for our common 


financial difficulties. 
Mr. Chairman, there has been a lot of talk in government circles of the need for 


setting priorities. The Economic Council has suggested that governments must think in 
terms of national priorities. We have often heard similar sentiments expressed at con- 


ferences of this nature. Yet it still remains to be done. 
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Instead, we have federal priorities and provincial priorities. 


My point is this. Some federal priorities may not necessarily be national priorities. 
In fact, the provinces have the major constitutional responsibility for most of the areas 
currently considered to be of national priority. We recognize the federal government’s 
interest in these areas. But, wherever the primary responsibility rests with the provinces, 
then their voices and desires must be heard — and heeded — before any unilateral deter- 
mination is made of what our national or collective approach should be. 


Mr. Chairman, New Brunswick suggests that this group undertake a comprehensive 
review of federal and provincial pricrities. From this review we would like to see a listing 
and grouping of national priorities emerge. Such a listing and grouping would provide a 
background against which decisions would be made in the field of shared-cost programs. 
This exercise should permit us to differentiate between the essential and the “almost” 
essential. These differences should be known before we think of applying stringent across- 
the-board controls to all our joint programs. We must introduce an element of selectivity 
in the application of controls, but before we can do this we must develop a recognized list 
of priorities. 

Can the eleven governments arrive at a consensus regarding the order of national 
priorities? I believe they can. 


Decisions on how to deal with rising costs in various programs could then be made 
in the light of this consensus. Then, whenever a program of low priority presents us with 
rising costs, we need not concern ourselves solely with the problem of how to meet the 
costs. We could examine the need for the program itself. In this way we might free some 
resources to pay for our most important priority items. 


Agreement on priorities by the Ministers of Finance would complement and assist 
the work of the Constitutional Conference. We must not let deliberations on constitution- 
al matters act as a deterrent to our study of priorities. The two must go forward together. 


Mr. Chairman, the Province of New Brunswick has fared well under the present 
federal-provincial arrangements. We have welcomed the equalization grants and the shared 
costs funds designed to assist specific services — but having participated in such shared 
cost programs and having moved them along, often on the basis of federal aid, we hope 
that the federal government’s attitude will not now change and leave us and other prov- 
inces holding the financial bag, so to speak. 


With regard to equalization, is it not time we took another look at our present 
method of calculation? Are we all happy with the present system? While it may be a good 
one, I feel there is room for improvement. Should we not be equalizing the points of 
personal and corporate income tax which were abated to help finance higher education? 
Should we not be looking at the possibility of including municipal revenues in the 
system? The answers to these questions will not be easy to find, and New Brunswick feels 
it is not too early to begin seeking possible improvements. 


You have suggested the possibility of raising provincial taxes to the level in effect in 
Manitoba and Saskatchewan — that is very cold comfort indeed. As far as we are concern- 
ed it would represent less than a 1% increase in our total revenues for the current year. 


This proposal, if implemented by the provinces, could lead to the end of the tax 
abatement system. Have we considered the implications of such a move for the country as 
a whole? Certainly if the provinces must raise their own revenues for their own programs, 
then the result will be an increased awareness of the need for more frugality. But it may 
also result in a tax jungle, a welter of differing levels of taxation and tax rates which 
would displace the somewhat orderly system we presently use. 
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We should, therefore, consider very carefully the implications of the federal govern- 
ment’s suggestion. Such a consideration brings us around full circle to the point I suggest- 
ed earlier, Mr. Chairman. What we require is a basic discussion on national priorities to 
determine just what those priorities are and where they stand in relation to each other. 
We also need a review of what our individual responsibilities are and what resources are 
available to meet them. Only then can we arrive at an equitable allocation of the tax 
dollar between Ottawa and the provinces in order that each may carry out its responsi- 
bilities. 
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Statement by Manitoba 
HONOURABLE GURNEY EVANS 
Minister of Finance 
at the 
Federal-Provincial Conference of Finance Ministers 
Ottawa 


November 4 and 5, 1968 


In dealing with the complex and serious matters involved in federal-provincial fiscal 
and financial arrangements, it is most important to start from the facts. Manitoba does 
not approach federal-provincial conferences in an attitude of confrontation with the 
federal government. Our search is for solutions to problems. To find those solutions it is 
important to approach the tasks before us in an atmosphere of co-operation and with a 
determination to develop and apply responsible measures. This is what the Canadian 
people have a right to expect. It is what citizens of our Province expect of us. Provocative 
press statements and a series of escalating challenges by one side or the other in a kind of 
“news war’’ sets the wrong atmosphere in our view. 


Statements made by members of the federal Cabinet, notably the Minister of 
Finance and the President of the Treasury Board, which suggest irresponsibility on the 
part of the Provinces in managing their end of programs in which the federal government 
has a share of financial responsibility are contrary to the facts. We have had a long series 
of such statements, capped on the 22nd of October by the federal Budget Speech and the 
comments of the Minister of Finance on national television following that speech. 


The fact is — that in respect of the major shared-cost programs to which the federal 
Minister of Finance has given so much public reference, the federal government initiated 
these programs. The federal government set the rules under which they would operate. 
The federal government provided the stimulus and in fact, in many instances, required the 
implementation of projects and services which inevitably gave rise to much of the cost 
increases. These cost increases concern the Provincial Governments and their municipali- 
ties. These rising costs concern every Canadian taxpayer. Manitoba is determined to 
continue to do everything possible to contain the pressures on the costs of public services. 


The Report of the Tax Structure Committee has been on the table before the 
Government of Canada and the ten Provincial Governments for two years. While the 
federal government has made new commitments in the interval and has involved the 
Provinces in these commitments in many instances, the essential facts of that Report have 
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not been altered as far as the Provincial and municipal governments are concerned. Their 
responsibilities are growing. Their means of meeting these responsibilities are not keeping 
pace. 


The Premier of Manitoba has stated consistently in recent months that a more 
realistic and equitable sharing of the major direct tax revenues must be worked out 
between the Provincial Governments and the Government of Canada. Joined by his 
colleagues from Saskatchewan and Alberta, he has taken the position that this arrange- 
ment must be worked out in advance of any major tax reform. The priority of developing 
an equitable and realistic distribution of major tax revenues in Canada is unquestionable. 


The Minister of Finance for Canada has stated that the federal government has no 
more to “give” to the Provinces. He has gone further. He has once again taken for the 
federal government new large amounts of taxes from the common pool — the largest 
single demand on the Canadian taxpayer on record. He has done this a full five months 
before the beginning of the next fiscal year and before the Provincial Governments could 
possibly determine their own requirements. 


The main taxes under discussion are the personal income tax and the corporation 
income tax. These are not in the exclusive possession of the federal government. 
Provinces have equal Constitutional rights to the revenues from income and corporation 
taxes. These rights have been pooled in the common interest but they have never been 
surrendered or abandoned by the Provinces. It is incorrect to imply that the Provinces are 
seeking “‘gifts” from the federal government when they ask for a more equitable share of 
these joint revenues. 


We again point to the facts established by joint tax structure studies involving the 
federal government as well as Provincial Governments. The major expenses to be met by 
Provinces are for their Constitutional responsibilities — not for optional programs. In 
modern times these responsibilities and their costs have been shown to be growing far 
more rapidly than the kinds of expenses to be met by the federal government. 


The Minister of Finance for Canada seems to be saying that the Provinces can just 
go out and tax without regard to the capacity of the Canadian taxpayer to meet the bill. 
But every Canadian taxpayer is also a Provincial taxpayer. We do not agree that the 
common taxpayer has a bottomless purse and we do not believe that it would be respon- 
sible fiscal or financial policy for the Provinces to accept the invitation of the Minister of 
Finance for Canada to pile tax upon tax in lieu of a proper and obviously necessary 
re-allocation of existing revenues between the Provinces and the federal government. 


The major responsibilities to be met by the Provincial Governments and their 
municipalities have been well and clearly established as having substantial priority. The 
federal government has itself acknowledged that priority. We have a right to expect the 
federal government to recognize that priority now, by making federal withdrawals from 
the joint tax fields in favor of the Provincial Governments. These withdrawals must be 
sufficient to give the Provinces and their municipalities the means of meeting their fun- 


damental responsibility to provide the high-cost social development services in this 
country. 


The Minister of Finance for Canada has, himself, in the Budget Speech of the 22nd 
of October, emphasized that these social service responsibilities do belong to the 
Provinces. He went beyond that. He suggested that the federal government should be 
withdrawing from support of these services. It is, therefore, most difficult for us to find 


the logic of a federal policy which supports the imposition of a new federal levy called a 
“social development tax”’. 
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Again, we must reject any charge that the Provinces have caused the present finan- 
cial difficulties for the federal government. Manitoba has not only led the way in im- 
posing the most stringent restraints and economies on the provision of social services but 
is prepared to go on down the line in quest of constantly increased efficiency and 
cost-saving. We are responsible and we do pursue responsible policies. Our first responsi- 
bility is to our taxpayers and citizens. It is to obtain the necessary means to carry out 
these responsibilities that the Province of Manitoba enters any fiscal negotiations with the 
Government of Canada. 


The administrative arrangements whereby the Government of Canada collects on 
behalf of the Provinces individual income and corporation taxes terminate on the 31st of 
December this year. The Tax Agreements are the technical means by which shared taxes 
are collected by the federal government for the Provincial Governments. The Government 
of Manitoba has consistently supported the principle of a single tax-collector wherever 
this is feasible in order to preserve for the Canadian taxpayer the maximum efficiency 
and simplicity in his tax system. 


We will be considering the Tax Collection Agreements in this light. However, the 
Government of Manitoba has insisted that the Collection Agreements are not an end in 
themselves. Adequate fiscal sharing is the end we seek. That is the fundamental question 
at issue in the tax discussions. 


We accept the call by the federal government for joint consideration with the 
Provinces of the factors which underlie the rising costs of major social service programs in 
which both the Provincial and federal governments are financially committed. 


The federal Minister of Finance has capped a series of statements by members of his 
Government by clearly basing his financial policy on the premise that the problems of 
federal finance are determined, if not solely, then predominantly, by programs operated 
by the Provincial Governments. 


The Minister of Finance for Canada has intimated that his Government has been 
surprised by the rising costs of these programs. In particular, he has asked us to consider 
with him the Hospital Insurance Program at this meeting. We just do not understand how 
there could be any surprise on the part of federal Ministers that the costs of programs 
such as the Hospital Insurance Program are rising and have been rising very rapidly. All of 
the Tax Structure Committee studies, all of the discussions which have been held between 
the Provincial and federal governments have indicated clearly the concern of the 
Provinces that the federal government was underestimating the costs for the programs and 
was, in fact, making its decisions upon incomplete information. 


Complete and detailed forecasts of costs for the Hospital Insurance Program in 
Manitoba have been regularly provided to the federal government. These forecasts are for 
five years ahead. They are consistently kept up-to-date. 

The rising costs of unavoidable demands for personnel, service and facility expan- 
sion have been urgently stressed by Provincial authorities in their many meetings with the 
federal government. 

The Mental and T.B. Care Programs, which the federal government has refused to 
support, are part of the cost picture regularly put before the federal representatives. 

That the information used by the federal government to make their estimates was 
incomplete was clearly not the fault of the Provinces. On the contrary, again and again, 
Provincial representatives have pointed out that initiatives by the federal government in 
fact stimulate cost increases. 
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Initiatives taken by the federal government in respect of Medicare are apparently 
confirmed once again — in fact, endorsed — by the Minister of Finance for Canada in his 
Budget and his comments on national television following the presentation of his Budget 
to the House of Commons. His suggestion that the federal Medicare plan will not involve 
large cost increases is contrary to fact and experience. Unless there is a very real turn- 
about in federal attitude and policy in this regard, we can only say that there are more 
unpleasant surprises in store for the Canadian taxpayer. 


While the Minister of Finance for Canada has dwelt on the major “open-end” 
federal-provincial programs, we have taken note of a consistent withdrawal by the federal 
government, usually unilaterally and without any effective consultation with the 
Provinces, from many other shared-cost arrangements — the majority of which were 
initiated by the federal government. In fact, the federal government has long been adjust- 
ing its policies at the expense of the Provincial Governments. 


We have to find new money every time the federal government starts a new shared 
program. We have to find new money every time the federal government withdraws from 
one. While this has always been true, these twin actions are now apparently deliberate 
objectives for the federal government. The Budget Speech of the 22nd of October simply 
carried this federal policy of foisting further responsibility upon the Provinces a long 
additional step. 


Over the past year or more, essential services to Indian people for whom the federal 
government has Constitutional responsibility have been quite unilaterally pushed onto the 
Provinces. This has been done without offer of any adequate compensation. In fact, the 
federal government has been pressing for even further commitments by the Provincial 
Governments in support of Indian peoples while at the same time complaining about the 
increasing costs of shared progrants for social and disability assistance. Rising hospital 
costs, rising costs for health services generally, rising costs for education, rising costs for 
social assistance — will be pushed further upward by such unilateral action of the federal 
government. 


When a program as widely utilized as the Winter Works Program is cancelled 
suddenly, and without consultation with the Provinces, there is obviously little oppor- 
tunity to develop alternatives. The fact that many of the people affected are of Indian 
and Metis ancestry adds to the significance of the federal action in withdrawing a program 
which has been a very useful alternative to welfare for these people. We cannot think of a 
more direct way of causing rising welfare costs than action of this kind. 


In addition to the major fields of health, hospital, post-secondary education and 
social assistance support, there are many other shared programs now uncertain or from 
which there has been outright withdrawal of federal support. These would include: 


Roads to Resources 

Forestry Agreements 

Indian Health Services 

Emergency Measures Organization 
Canada Land Inventory 

ARDA and FRED Programs 
PFRA Programs 

Resource Development Programs 
Manpower Programs 


Of course, Manitoba will make every contribution within her power to any practical 
arrangements to keep under control and to restrain further cost increases in respect of all 
her programs. 


Again, we emphasize that we do not wish to engage in recriminations or in a 
continual attempt to shift responsibility from one side of the table to the other. Our 
objective is to serve the Canadian taxpayer by resolving problems, by getting on with the 
jobs that have to be done and doing those jobs first before adding other tasks to the list. 
We intend to continue effective federal-provincial co-operation. We believe that this is not 
only possible but necessary. The Manitoba Government, while determined to keep the 
facts straight, will be vitally interested in continuing positive attacks on problems. 


It is hoped that the discussions we now face will show useful and positive direc- 
tions. The meetings on the 4th and Sth of November are only preliminary. Our task will 
be to identify and establish the lines along which decisions can later be taken by the 
Premiers and Prime Ministers in respect of fiscal-sharing, tax reform, program develop- 
ment and control, and other undertakings of joint concern to all governments. We expect 
that there will be further meetings of Ministers of Finance and of program Ministers in 
the development of guidelines on which a more co-operative and realistic budgetary 
policy can be developed. This is a primary task in partnership for the federal and Provin- 
cial Governments in meeting the requirements for service and progress on behalf of the 
Canadian people. 
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Statement by Prince Edward Island 
HONOURABLE T. EARLE HICKEY 
Provincial Treasurer and Provincial Secretary 
at the 
Federal-Provincial Conference of Finance Ministers 
Ottawa 


November 4 and 5, 1968 


Introductory 


Mr. Chairman and gentlemen, I welcome this opportunity to meet with you and the 
representatives of the various provinces, to discuss in a frank and friendly manner the 
means by which the services all levels of government must furnish to their people, are to 
be financed. 


It is an honour and pleasure, Mr. Chairman, on behalf of the Government of Prince 
Edward Island to greet you as the presiding officer of this gathering. Your task as 
Chairman of this Conference is a very onerous one, a very difficult one and of the greatest 
importance, at this particular time in the history of Canada. We have every reason to face 
the future with confidence and optimism. We have very great opportunities ahead. It is 
difficult to be other than optimistic. On the other hand, we should not be complacent. 
This Conference to us affords an opportunity for a re-examination of our position, not 
only with a view to meeting the challenge of today, but to lay a firm foundation for 
future growth, development and prosperity. 


I wish to assure all of you that, while presenting as strongly as I can the financial 
needs of the Province of Prince Edward Island, I am not unmindful of the heavy 
responsibilities which must be discharged by the Government of Canada. We recognize 
also that all provinces have their responsibilities to meet. Our main purpose at this 
Conference should be to arrive at financial arrangements which will enable each province 
to furnish to its people a reasonable standard of essential services. 


Owing to the difference in wealth and development, and therefore in tax paying 
ability all provinces are not equally able to give their citizens such a reasonable minimum 
level of services. Yet it is upon the provinces and their municipalities that the respon- 
sibility rests of providing those services which affect most directly the daily lives of their 
people: education, roads and bridges, health services, fire and police protection, hospitals, 
welfare institutions, etc. Despite the many grants given our municipalities, they are still 
faced with a very real and critical financial problem. The cost of essential municipal 
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services, like provincial services, is getting beyond the paying ability of the municipal 
taxpayer and he needs help. 


We all have our problems. We are here today to pool our experiences, and not only 
to present our own problems but to listen to and consider the problems of others. 


It is my job, of course, to speak for my Province — it will be the task of the other 
Treasurers to speak for theirs - but I would say that a lot of our problems are no doubt 
problems which we all have in common. 


We each have our own ideas what is best for us. For our part, we have specific 
concepts of what is best for Prince Edward Island in particular. 


Perhaps it would be conducive to a better understanding if I briefly outlined the 
problems which have been confronting us in Prince Edward Island and the steps we are 
taking to overcome these problems. 


Before so doing I should like to mention here that subsidies or grants to our way of 
thinking are not the final answer to our problems. Indirectly they are of some benefit to 
our people. We are able to enlarge or improve on some of the services that are so vital and 
which are entrusted to provincial care but in the long run and in the final analysis the 
thing that benefits the people is a generally prosperous condition in the country. That is 
what we have in mind when we say that while the development of industry and natural 
resources in our Province carry with it certain grave responsibilities, carries with it 
demands for the supply of new services, sometimes these demands we find are very 
difficult to meet. 


With each passing year the process of economic growth and development becomes 
more complex: changing technology creates new industries but destroys the old; evolving 
patterns of world tariffs and trade reorient existing market outlets; and using income 
combined with sophisticated communications media escalate the entire range of human 
needs and alter the nature of social values. 


Within this framework of change there is clearly a need for a provincial economy to 
expand at a rate sufficient to bring to its population the full measure of the benefits of 
economic growth which prevail generally in the Canadian society. At the same time, this 
need imposes the requirements of positive human response and adjustment - adjustments 
to the forces of change implied by this more rapid rate of economic development. 


Provincial Economy 


Prince Edward Island remains one of the economically less favoured sections of the 
Atlantic region. This is so, despite the significant developments which have occurred in 
the Province during the past few years. 


The causes of the slow rate of economic growth in the past on Prince Edward Island 
are well known. In large part they are common to the Atlantic region as a whole — a 
relatively small resource base, relative geographic isolation and distance from major 
markets, lack of adequate transportation, and the powerful magnetic effect on many of 
the more venturesome local labour and capital resources exercised by areas and invest- 
ment opportunities elsewhere. These common causes have been accentuated on Prince 
Edward Island because it is an Island and its land area is small. 


It is simple to demonstrate that there has been a degree of economic expansion of 
the economy of Prince Edward Island; but it is just as easily demonstrated that the 
Province’s relative position has not improved quickly enough. Throughout the recent past 
we have remained the Province second lowest on the list of partners to Canadian 
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Confederation; over a longer period there has been a relative decline from a position of 
approximate equality. 


Income growth has been minimal and greatly eroded by both rising costs and rising 
prices; thousands of native Islanders have continued to emigrate to other parts of Canada 
in search of opportunities not available at home; and provincial and municipal govern- 
ments have been confronted with both absolutely and relatively low tax yields and 
consequent continuous financial pressure. However, there has been no corresponding 
reduction in the needs of either government or the people of Prince Edward Island; 
education, health and welfare costs have continued to expand, both in the nature of the 
services available and their quality.As a result, the degree of financial dependence upon 
the Federal government has been necessarily increased. 


Not only are such conclusions valid in the present, they unfortunately appear to be 
equally so for the near future. The primary sectors of the economy are becoming 
increasingly competitive; exploitation of the resource base will become increasingly 
competitive in the fishery, and technology will in some cases exaggerate the handicaps of 
our physical location; the physical volume of production in agriculture has remained 
substantially unaltered for more than a decade. In addition, the competition to attract 
manufacturing firms is becoming more intense and greatly expensive. The tourist 
industry, while a major contributor to local incomes, will place great strain on the 
physical and financial resources of the Island if current growth rates are to continue. 


For these reasons, it is important that we should not be misled by the modest 
improvements of the past few years, and in doing so project them indefinitely into the 
future. To do so would be to obscure the needs and the problems, and emphasize a 
capacity for self delusion. 


The effects of economic handicaps permeate most of the provincial economic 
statistics. Population growth was less than 7 per cent from 1901 to 1967. The Prince 
Edward Island rural/urban ratio in 1961 — 68/32 — was almost the exact opposite of the 
national ratio and equal to the position Canada was in during the decade 1901 — 1911. 
The proportion of the 1961 Prince Edward Island labour force in the primary industries 
of agriculture, forestry, fishing, 33.4 per cent — was over twice the corresponding 
percentage 12.1 per cent for Canada. The manufacturing industry, on the other hand, 
employed only 8.8 per cent of the Prince Edward Island labour force in 1961 compared 
with 21.7 per cent in Canada. It is, of course, generally accepted that the return to labour 
from employment in the primary industries is less than from manufacturing. Some 
evidence of this fact on -Prince Edward Island is provided by a recent address by St. 
Dunstan’s Professor Joseph O’Connell who said that the provincial average wage is only 
60 per cent of the national average. The 1965 capital investment intentions per capita for 
Prince Edward Island at $402 are only 63 per cent of the national per capita figure. 
Unemployment insurance payments per capita for Prince Edward Island in 1964 at $28 
were 56 per cent higher than the national figure despite the exclusion of agriculture from 
the insurance system and its relatively greater importance in Prince Edward Island as an 
employment source. 


Economic growth has been taking place in Prince Edward Island, however, and 
should continue to do so. Certainly many opportunities exist. The market outlook for 
many types of agricultural products within the supply competence of the province is 
excellent. The potential of the forest resource is very much underutilized. Developments 
in the offshore fishery hold promise. The food, fish and wood processing segments of 
manufacturing are capable of significant growth. Expansion of the tourist industry should 
continue indefinitely. New power and transportation links with the mainland are under 
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active consideration. The educational system is being overhauled. A high quality road 
network is being constructed. Growth-oriented government policies and programs have 
never been as comprehensive. Clearly, many of the ingredients necessary for vigorous 
growth are present. 


Developments will not occur automatically however. Leadership, direction, objec- 
tives and priorities have to be introduced with government taking the initiative for three 
reasons. First, substantial adjustments are underway in the primary industries and in some 
segments of manufacturing where low productivity, low incomes and high seasonability 
of employment are still widespread. This adjustment process must be actively encouraged 
to ensure the long-term competitive position of these. industries. Second, alternative 
opportunities must be provided for persons displaced from the industries experiencing 
adjustment problems. These opportunities could take the form of training facilities, aids 
to mobility or, of course, new jobs. All require foresight and planning. Third, many of the 
opportunities on Prince Edward Island for economic growth, for example, the tourist 
potential, will only be fully realized if they are anticipated, planned for and actively 
sought. For these reasons it became essential to formulate at the earliest possible 
opportunity a comprehensive development plan for the Province. I will have more to say 
on this plan later in this submission. In the meantime I should like to stress the effects of 
our economy on the financial condition of the Province. 


The effects of the economy on 
Provincial Finances 


In coming here today, I speak for all our people - the farmer, fisherman, business 
man, home-owner and the real estate taxpayer who, together in the province and its 
municipalities, are bearing an increasing financial load in supporting essential services. 


The costs of providing essential provincial and municipal services in a primary- 
producing area are excessively high in relation to the revenue produced by any given level 
of taxation. 


The dependence of Prince Edward Island on agricultural and fisheries production, 
processing, and marketing is well known. Also the average income, the second lowest in 
Canada, is only approximately 58 per cent of that prevailing in the top province. While 
there is a substantial amount of self-sufficiency, there is, nevertheless, a marked inter- 
dependence among the primary industries and all other enterprises and an important 
reliance on a few specified export commodities which are highly vulnerable to national 
policies, general economic conditions and other external forces. However, there is no 
immediate prospects of further substantial revenue expansion from provincial sources. 


Under such conditions, great difficulty is experienced in making and improving our 
public services and launching new policies, in keeping with progressive developments in 
other parts of Canada. In order to improve these services, on a reasonably satisfactory 
basis, we have had to broaden our sales tax base, greatly increase the tax on gasoline, 
tobacco, and raise the license fees on motor vehicles, until we have reached the saturation 
level of taxation. The impact of these increases on revenue resources that produce 
low-average returns is a far more serious problem than would occur with similar extrac- 
tions in areas of a more buoyant and prosperous economy. 


Even under the most careful management and tax increases, our Province has been 
unable to finance its development programme without substantial increase in capital debt. 
During the past ten year period, the per capita debt (direct and indirect) has climbed 
from $247 to $982. Likewise, our expenditures, (ordinary and capital) have increased out 
of proportion to our revenue yields, while our services are still below national standards. 
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To bring these services to a higher level in both quality and variety, to provide for 
further expansion in education, health, transportation, and other essential services, as well 
as to participate in new programmes that may be undertaken, greatly increased economic 
growth and federal assistance is a vital necessity. 


As our provincial growth depends upon the healthy progress of our municipalities, 
we must accept as a prime responsibility the necessity of support for local projects to 
allow for the regular improvement of local services. This cannot be achieved unless we 
ourselves at the provincial level have the necessary means to provide such support. 


If we are to achieve a high and steady level of economic growth, we require policies 
which will increase both our capacity to produce and the markets for our products. 


The difficulties being experienced by our farming communities, the problems of 
resources and industrial developments, the problems confronting municipal governments, 
certain welfare services, and educational questions all have been fully studied and assessed 
by us. 


In our studies we have come to the conclusion that the problems of slow growth 
regions or areas cannot be solved by industrialization alone. Continued aid by govern- 
ments to depressed areas is already being made to assist in the development of alternate 
sources of wealth. Some areas which have been dependent on a single resource which is 
no longer economically available or needed, may have no possible alternatives. In these 
instances governments have to seek alternatives. This requires that much greater expen- 
diture be devoted to scientific and technological research and to the education and 
training of our people. 


Another problem is regional disparities in income. We all know that there are great 
differences in income and economic opportunity among the several regions of Canada. 
The Economic Council of Canada tells us that these disparities are not diminishing. 


The degree of disparity in fiscal capacity between the different regions of Canada is 
evidenced by the magnitude of the equalization payments now being paid to the 
provinces by the Federal Government. 


This disparity in fiscal capacity may be clearly seen in an examination of the per 
capita personal income in the provinces. 


PERSONAL INCOME-PER PERSON 
GEOGRAPHICAL DISTRIBUTION, 1961-67 
1961 1962 1963 1964 1965 1966 1967 


POA UNIAN ies, bli vow for aeayje ee 21s 934 959.) 1,017: 1,083 ck 195... 15327 4,474 
Price award Wsland 3 os. 2. oe, 2 FHS O62 1.037. 1.093... 1,211 1,339  1geao dao 
OE DES a arr eee 1197 24.2529 1,506" 1319 soko SOAs. tae 
PREM UBITINS WICK. sntictha ty vi te be. ty) ja 41 fe 4s 1.064°.91.1140) 1.163.) 1,272, 3,423. L538 1,658 
So Te SE ee ae ae 1,383 1,453 1,506 1,608 1,755 1,893 2,069 
(TEE) = peepee hak oe cae aa aro 1,843 1,929 2,021 2,120 2,275 2,440 2,624 
BEaiiOba Barrett) orients Sinise ic a) hl 208 1.5935 § 1,686 9913685 9d 3799 Yo 192545 2,074! 2,317 
SSS Merit 0 71 ll oe 1,222. 1,695 1,867 1,685 1,974 2,245 2,183 
iN gs SAS oe) oe eee 1,595 1,704 1,750 1,799 2,002 2,241 2,372 
Petter CMUTOA sg alas ec os eo 1,813 1,891 1,981 2,079 2,287 2,449 2,579 
Yukon and North West Territories .... 1,324 1,250 1,293 1,357 1,512 1,674 1,795 

ANBGA Ceti fics 6 ph eh > eusie * 2 1,564 1,667 1,740 1,822 1,988 2,152 2,313 


Source: National Accounts 1967, published September 1968. 


It seems to us that without this background we cannot hope to present to you the 
problems encountered by Prince Edward Island and the measures now being taken by us 
to overcome our disabilities. 
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Perhaps I should start by repeating that we are convinced that the need for 
subsidization of one government by another is not to be desired and every effort should 
be made to eliminate the conditions which create the need. 


Our Government has made a determined effort to improve the economic life of 
Prince Edward Island by studying and analyzing the factors which have contributed to 
our economic disabilities and the ways and means whereby those disabilities can be 
overcome. The result was the implementation of a bold, comprehensive and co-ordinated 
approach to the possible use of the resources of the Province. This comprehensive 
development program was planned for the future of an entire provincial economy rather 
than for a single unit within the Province. It is a program of action designed to bring new 
and challenging opportunities into virtually every area of Island life. It will be up to the 
people of Prince Edward Island to make the best use of these opportunities. It was based 
on the assumption that there is a potential in Prince Edward Island. Implementation of 
this program means greater opportunities in agriculture, housing, fishing, education, 
manufacturing, tourism and many other sectors vital to the economic future of the’ 
Province. The plan will take ten to fifteen years to implement. There will be challenges, 
of course, but our people have met and overcome challenges before and we are confident 
that they will do so again. 


Once the comprehensive development plan is in full swing we are optimistic that 
our efforts will be productive but at best, however, these efforts cannot effect an 
immediate change in our position. To be hopeful, we are looking forward to economic 
growth and development which, in some respects, might exceed that of certain other 
provinces. The least we can expect for is that the measures and projects recommended 
will assist in reducing disparities in economic development in levels and standards of 
services. The transitional period will require further financial assistance from the Govern- 


ment of Canada. ; 


In fact, everything that the Government of Prince Edward Island can do is being 
done and will continue to be done; yet, our progress will be slow through the period of 
“rowing pains’’. 


May I say, Mr. Chairman, that there is no room for timidity in Prince Edward Island 
as we pursue our economic growth in the spirit of boldness and vision. We are proud of 
Confederation and we are proud of Canada. 


This family group, Canada, even though it has some frequent quarrels, as happens in 
family groups occasionally, will nevertheless, I am sure, preserve an all-round loyalty to 
each other, and it is only natural to assume that there should be a sharing in this family, 
with the strong protecting the weak so that the whole group may go along together in a 
spirit of harmony, opportunity and progress. 


The earnest desire of the people of Prince Edward Island is to advance the interest 
of their Province as an integral unit of Canada and promote its growth within the union. 


In the course of its long history, our Province has experienced many things, but the 
Island has never experienced the impact of a major and comprehensive development 
program. 


In committing itself to such a course of action, the Government of Prince Edward 
Island is fully conscious of the fact that a development plan itself will not ensure that the 
challenges will be met; that the problems will be solved; or that success will be achieved. 
Such assurances can only arise out of individual understanding of the needs, acceptance 
of responsibility for action, and full participation in the programs to come. In formula- 


ting objectives and preparing a plan, we have only begun to move into the new future for 
Prince Edward Island. 
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Federal-Provincial Fiscal Relations 


General 


It is not my intention to take up the time of this Conference in defining fiscal 
capacity nor the best measure of the ability of a province to raise money to provide 
services. This has been done in previous meetings. Prince Edward Island’s views on the 
principles and objectives of financial arrangements are well known. They have been 
expressed on many occasions. 


The Prime Minister of Canada addressing the Conference of November 26, 1963, 
stated: 


“A healthy and co-operative federalism requires strength in the Provinces; it 
also requires a strong and healthy government for Canada as a whole, in whose 
Parliament the people of each Province have their representatives. Each government 
must not only have the powers required to discharge the responsibilities entrusted 
to it but also be in a position to exercise those powers. 


Most of the Provinces can be in a position to exercise their powers only if our 
fiscal arrangements embody the concept of equalization. It is well known that my 
colleagues and I prefer to see equalization paid up to the level, not of the average of 
all the Provinces as Parliament enacted in 1961, but up to the level of the highest. 
But we also recognize that there are many points to settle in achieving a change of 
this kind and in relating it to other various aspects of equalization as part of a 
comprehensive arrangement that will improve the working of our federal system in 
the spirit of our constitution.” 


We recognize the importance of a strong Federal Government, able to provide 
-economic, monetary and fiscal policies. To do this the federal government must retain the 
capacity to perform effectively its functions and maintain the marginal control of direct 
taxes. On the other hand, we do not agree with the so-called theory that further financial 
assistance for the provinces will weaken the federal government. 


The national interest requires that the Government of Canada recognize the priority 
needs of the people of Canada provided by the provinces and ensure the provinces a 
broader share of the shared tax fields to meet these rising costs. 


It is apparent that some of the provinces want complete control of the direct tax 
fields, commonly known as “standard taxes”, and be responsible for both raising and 
spending their own revenues. On the other hand, there are other provinces who desire to 
come under a subsidy formula. Probably there is no one formula which meets the needs 
of each and every one of these provinces. However, one must admit the necessity of the 
need of a subsidy of some kind in the economy of this country which is as uneven as 
ours. 


In the past there has been a great deal of discussion over the respective rights of the 
federal government and the provinces in the various fields of taxation. 


It was acknowledged by Sir Thomas White that the Government of Canada upon 
entering the field of income tax in 1917 violated the spirit but not the law of the 
Confederation Agreement. The field of direct taxation was then and still is divided. 


We do not think it possible nor wise for the Government of Canada to withdraw 
entirely from the fields of personal or corporation tax. What is needed is the recognition 
that there must continue to be a joint occupancy of these fields and with this recognition 
an active spirit of co-operation between the federal and provincial governments. The 


53 


federal system of government is a partnership and if it is to operate efficiently it must be 
a working partnership. Let us be realistic about this matter and stop this seemingly 
endless debate over who has the “right” or not. After all both federal and provincial taxes 
come from the same source, the Canadian taxpayer. 


We are in agreement with the thinking of those who maintain that we must achieve 
a more effective and equitable matching of sources of revenue to expenditures at the 
three levels of government in order that all governments might discharge their respon- 
sibilities with adequate financial resources. The prime objective of the Tax Structure 
Committee study was to devise a method or arrangements for closing the gap between the 
fiscal requirements and the fiscal capacity of all eleven governments. 


Under the present system, equalization is to the national per capita average of 
return from sixteen sources of revenue. To be consistent with the concept of national 
equality of services we believe that equalization, Mr. Chairman, not the present formula 
of “‘averagization”, should be equalization to the top Province and that such “equaliza- 
tion” should be paid as a basic right due us as partners in Confederation. 


If in the past we have accepted less than our due, it must not be regarded as 
acquiescence, but only as the acceptance of a temporary inability to claim our proper 
entitlement. 


Even with the present formula of equalizing all provincial revenues to the national 
average and the new minimum guarantee to Prince Edward Island it will be quite a while 
before our Province can, in fact, catch up with the rest of Canada. Our long standing 
deficiency in fiscal capacity has forced us to fall further and further behind. It will in all 
probability take many years of equalization to the top province before we can reach the 
level of the national average. Even then it is doubtful if it will make it possible for us to 
close the gap which has developed over so many years of deficiency. A lot will depend 
upon the success of our comprehensive development plan. There are no quick and easy 
solutions to the problems of modern-day Prince Edward Island. However, we have always 
claimed that a significant portion of the equalization payments represent merely a 
“reimbursement” of our own money. We also regard equalization as a matter of equity 
and justice and not as charity or a favour. We also regard it as essential to the conduct of 
our affairs as representatives of a provincial government. 


The 1966 formula developed by the Government of Canada bears out the fact that 
no single equation could presently meet the requirements of so diverse provinces as those 
that.make up Canada. 


Perhaps the needs of all the provinces for the next few years would be met if we 
were to revise the present plan in some particulars to encourage certain improvements 
which experience now shows would be desirable. For instance, granting “special con- 
sideration” to Prince Edward Island during the transitional period from a “have-not” 
province. 


We also believe and suggest that any revision of the present formula should in 
principle and practice include municipal revenues and responsibilities in the calculation. 


Our meetings during the past have contributed greatly towards the improvement of 
all the general framework of our fiscal arrangements. Although this new framework does 
not meet each of our individual requirements perfectly, all of us know by now our 
respective points of view and we should have learned by experience that our views can be 


gee ate only by some kind of compromise. Perhaps there is no permanent realistic 
solution. 
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In concluding this part of our brief I wish to leave with you the views of the 
Rowell-Sirois Commission, where in their report they said, and I quote the words of the 
Commission: 


pith ore necessary to discard the assumption that equal per capita payments would 
provide for real equality of fiscal positions.” 


In view of this finding and for various reasons, which are already known to all of us, 
the present arrangements between the federal authority, and the provinces should be 
revised to provide more fully for the needs of all the provinces. 


The Tax Structure Committee study shows clearly that the gap between provincial- 
municipal expenditure requirements and the revenue sources available to regional govern- 
ments is widening at an accelerating rate - and that the provincial-municipal needs are 
growing far faster than those of the federal government and our only hope is for an 
immediate improvement in fiscal arrangements. 


We also support the view that any new agreement must guarantee that no province 
would receive less in any one year under a new arrangement with the federal government 
than it would have received had the present arrangements been extended for the same 
year. 


Tax Sharing 


While we welcome any additional share of tax revenue, we maintain that the 
Government of Canada must be strong enough to discharge its responsibilities to the 
country as a whole. 


We are not indifferent to the revenue requirements of the federal government, but 
we believe there should be a more equitable and realistic allocation of the “standard” tax 
sources in favour of provincial and municipal services. The Tax Structure Committee 
projections show that the present tax fields are badly distributed and that a redistribution 
in favour of the provinces should be carried out. 


Once more let us re-state two of the principles on which we believe federal- 
provincial fiscal arrangements must be based; 


lst: The Federal Government and each of the provinces should have the financial 
resources necessary to fulfil their respective responsibilities without levying 
taxes that are judged to be undesirably high level to the taxes in other 
provinces, taking into account the level of services rendered by each. 


2nd The arrangements must respect the autonomy of the provinces and in so 
doing preserve the financial responsibility of the provincial government. More 
specifically, they must provide for fiscal transfers to low fiscal-capacity 
provinces. 


The Province of Prince Edward Island supports the suggestion of the federal 
government that the time limit on the term of the Tax Collection Agreements be removed 
and provision included to allow a province or Canada to terminate the agreement after 
specified notice has been given. We also suggest that the Ministers of Finance shall, at 
least every two years, at their regular meetings, discuss the terms of the Tax Collection 
Agreements between Canada and individual provinces, in the context of a wider dis- 
cussion of federal-provincial financial arrangements, including the sharing of revenue 
sources. 
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We are also prepared to support the proposal that the federal government should 
retain not less than 40 per cent of the personal income tax and two-thirds of the 
corporate income tax but we do not agree with the proposed withdrawal from certain 
shared-cost programs in exchange for 17 income tax points for the reason we feel that the 
move will impair the Government of Canada’s ability to use the income tax as an effective 
fiscal device. 


Financial Arrangements 


We support the principle of equalization as a basis for assisting the poorer provinces 
to enjoy at least a minimum level of public service. 


Let me make it clear, Mr. Chairman, we are not seeking through equalization grants 
a standard of services comparable to the richest province in Canada. 


I stated in general the attitude of our Province to the present fiscal arrangements at 
the Tax Structure Committee meeting of September, 1966, and I reviewed our stand at 
the meeting held in October of the same year. Let me again very briefly state our basic 
position. 


The more we study the problem of fiscal arrangements and the results of the 
various types of formulae advanced to meet the regional economic disparities in riches, 
resources, and needs, resulting in wide inequalities in incomes and taxable capacities of 
the provinces, the more we are convinced that no formula can properly compensate the 
Province of Prince Edward Island for the disparity in natural resources, concentration of 
industry and distance from markets. Also no formula of general application can give a 
realistic recognition of the fiscal problems of our Province and our ability to meet the 
ever increasing demands for provincial services equivalent to standards required by 
modern society. 


We continue to argue that any fiscal plan between the federal and provincial 
governments should take into consideration: 


(a) the provincial economy, its past and anticipated development; 

(b) the growth and development of government services and responsibilities; 
(c) the finances and fiscal requirements of the provinces; 

(d) the autonomy of the provinces; and 

(e) the financial and constitutional responsibilites of government. 


It is recognized that fiscal relations should be aimed towards unity and equality. We 
need only to remember that federal tax revenues are the result of the collective effort of 
all of our people and should be distributed in such a way as to equalize standards of 
services between provinces. 


The ability of our Province to establish and maintain acceptable standards of service 
depends for the most part upon: 


(a) the general level of income of the Province; 


(b) the willingness to spend an increasing proportion of that income to finance 
those expenditures; 


(c) the devices used to obtain revenues and the incidence of their collection 
among individuals within the Province; 


(d) the division of responsibility for revenue collection and expenditures between 
the Province and our local governments; and 
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(e) the level of transfer payments into the provincial treasury from the 
Government of Canada. 


As I have earlier indicated, the Province of Prince Edward Island is firmly 
committed to the implementation of a broadly based development program. This pro- 
gram will be perhaps the first Canadian experience in a systematic and planned approach 
to provincial policy, and applied to the great majority of total public spending, the 
program will accordingly encompass large scale development activities in the resource 
sectors, along with the necessary additions to infrastructure and productive capacity in 
the resource supporting and manufacturing sectors of the economy. These programs will 
be, and in fact are already being linked to social service activities, primarily in the field of 
education. In all of these areas I must emphasize that we are deliberately attempting to 
up-grade the quality and effectiveness of almost the total range of public services applied 
by government in Prince Edward Island. This will entail alterations to our institutional 
structure and in some areas these changes have already been announced as a matter of 
public policy. Furthermore, I must also stress that the need for these latter portions of 
the program is testimony to the failure of the equalization formula to reduce the 
disparity in public service levels which exist throughout the country. In fact, it could be 
argued that these formulae, over the years, have not even achieved their theoretical goal 
of holding such disparities constant; there is no question but that there has been a relative 
deterioration. 


There will remain, of course, service areas which will be carried on outside the 
framework of the development program and these will necessarily be continued. But, in 
the overall allocation of its financial resources, the Province will have to give top priority 
to the financial needs associated with the development program and with education in 
particular. In estimating these requirements, we have been working closely with several 
departments of the Government of Canada and have already made representations to 
satisfy a part of our financial need through application to the Fund for Rural Economic 
Development. However, even assuming a reasonably generous drawdown of funds from 
this source, the Province will still require additional funds which are beyond its fiscal 
capacity to generate at the moment. The extent of this short-fall is estimated very 
conservatively as a bare minimum of $10 million per year over the next five years. 


This then, is the size of our problem and while it may be negligible by the standard 
of many of the larger provinces of Canada, it is of sufficient size to cause us considerable 
concern at the moment. We have, of course, examined the alternatives which appear to be 
available to the Province in meeting this need, but these are very limited. It would be 
theoretically possible for us to combine a program of increased taxation and increased 
deficit financing in an attempt to fill this revenue gap; however, I am certain that there 
will be no argument over the possibility of our expanding our borrowing rate. Our 
requirements in money markets for the immediate future will necessarily be directed at 
the conversion of existing short-term debt rather than increasing overall indebtedness. We 
are prepared nonetheless, at the appropriate time, to borrow as a means of financing 
portions of the development program — it will be a sound investment of provincial money 
— but that time will not arrive for some years yet. 


On the tax side, it is a fact that the Province’s tax base is neither very broad nor 
very lucrative, and tax increases to provide the amount of revenue required, will entail a 
burden of taxation which would not only be unbearable but would be preposterously so. 
In this connection, however, I feel compelled to report that we are currently embarked 
on an intensive exploration of the ways and means to utilize our bases more efficiently 
and more effectively and also are in the process of overhauling our entire system of 
financial administration. 
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It would be a simple solution to our dilemma to merely request that the equaliza- 
tion formula be adjusted so as to provide the Province of Prince Edward Island with an 
additional $10 million annually, over the next five years. It would be simple, but it would 
not be particularly realistic. The equalization formula was not designed to cope with 
regional economic problems and it is doubtful that it can ever be made to do so. On the 
other hand, it is equally doubtful that the Fund for Rural Economic Development is 
capable of providing the financial means to solve these problems in the long-run. What is 
clearly required is not an adjustment to a formula which is primarily concerned with 
public services, but, a new formula which provides financial means to implement syste- 
matic and comprehensive regional development policies. This would appear to be the only 
way to reflect the joint Federal-Provincial responsibility in the regional development 
field. We are suggesting this because we do not believe that regional development can 
become localized through some form of share-cost program which is not directly inte- 
grated into provincial budgetary and fiscal operations. Needless to say, this type of 
approach will, in the long-run, remove the need for the kind of equalization payments 
which we have been receiving over the years. 


Over the past two years, the Province, in conjunction with the Government of 
Canada, has in fact been developing the basis for such a developmental formula, but, this 
has been done within an economic context rather than a simply financial one. Once the 
economic needs have been determined, projections of revenue and spending will equally 
delineate deficiencies in provincial fiscal capability. In our case, it is estimated at some 
$10 million per year and it is our suggestion here today, that the approach which we have 
utilized, become the basis for the allocation of federal spending in the regional develop- 
ment field. 


In the meantime, if it does not prove possible for our indicated financial deficiency 
to be met out of the Fund for Rural Economic Development, then we request that the 
Government of Canada make this amount available in the form of a special economic 
equalization grant immediately. This will provide a suitable financial device to enable our 
program to continue during the period required for the new Department of Regional 
Development to come up with a suitable rationale for the application of this approach to 
all regions of slow growth and economic disparity in Canada. 


Tax Reform 


At the January, 1968 meeting all the provinces were invited to summarize their 
views on the proposals of the Royal Commission on Taxation. This Government’s 
position is on record in the Provincial brief of January 10, 1968. In our submission we 
presented our views on the Carter Report and the proposed tax reform program. We also 
pointed out that we are greatly concerned with the possible effects on the revenues and 
the people of our Province of any changes proposed in a White Paper, and suggested that 
adequate provision be made for a full exchange of views between federal and provincial 
representatives before the Government of Canada commits itself to a position in either a 
White Paper or a proposed Bill. 


We are aware of the many anomalies, deficiencies and inequalities in the present 
Canadian tax system, and the need for reform that will benefit the whole of Canada — the 
Federal Government, the provinces, our municipalities, business interests, and individuals. 
However, we approach with a great degree of caution any tax reform that proposes major 
changes which will in any way affect the fiscal position of our Province, unless ample 
precaution is taken to assure us that we should not be called upon to relinquish any of 


our existing revenues without relief from an equal or greater amount of present expen- 
diture. 
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We believe that in developing a sound tax system, the first essential is the assurance 
that the provinces have adequate financial resources to meet their constitutional respon- 
sibilities which include the essential public services provided by our municipalities; that it 


should be used to stabilize the economy; spur productivity; and encourage greater 
Canadian ownership of industry. 


While the main functions of any system of taxation must be to bring in revenue, it 
must effectively produce a feeling of broad “equity” of treatment among taxpayers. 


The tax structure required to finance the many services and development programs, 
in the present era, resulting in huge public spending, should exert the least possible drag 
on the people’s willingness to work, save, and contribute to growth and development, and 
such tax structure must be equitable. 


Shared-Cost Programmes 


Shared-cost arrangements were originally introduced by the Government of Canada 
to make available to all Canadians a uniform minimum standard of essential services. 
These programs were put into operation at considerable additional provincial cost, 
regardless of the state of the Province’s finances at the time. 


We are in agreement with those provinces that are in opposition to the abandon- 
ment by the federal government of its financial responsibilities for essential shared-cost 
programs which are largely the result of original federal initiatives in provincial fields. The 
maintenance of national service standards is of great importance and particularly at a time 
when the provinces and municipalities are hardpressed to maintain the very services most 
affected by federal “opting out” proposals. 


Before accepting any transfer of well-established shared-cost programmes, Prince 
Edward Island wants to explore further the matters of tax-sharing and equalization so 
that we can properly evaluate the whole package of financial arrangements available to us. 


Municipal Fiscal Problems 
I should like now to deal briefly with the plight of our municipalities. 


We are fully aware of the constitutional responsibility which the provinces bear 
with respect to local governments. It must be remembered municipal governments which 
are the creatures of the provinces have important and costly responsibilities. All of us are 
aware that the problems confronting municipal governments are complex and involved, 
and urgently require solution. Our municipalities all across Canada, are finding their tax 
revenues inadequate for the rapidly mounting cost of current operations, and monies for 
essential capital projects too expensive, or even impossible, to obtain on their own credit 
in the public market. The lack of taxable capacity also applies to most of our munici- 
palities. Local governments are becoming increasingly dependent upon financial assistance 
from the provinces in order to meet their present responsibilities as well as the new 
demands upon them. 


Our municipalities must depend largely on the assessment of personal property in 
the hands of individuals and assessments on residential property. Property taxation 1s 
limited, as is every form of taxation, by the financial ability of the taxpayer to pay the 
tax. In Prince Edward Island, this problem is aggravated by the low income level in the 
province, as compared with the Canadian average. 


At the present time our Province is doing as much as it can, in the light of our 
financial resources, to help our municipalities with their fiscal problems. Unfortunately, 
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their lot cannot be improved until such time as the financial condition of our Province 
improves. 


It is only fair to point out that the impact of the rapid economic development 
strikes very heavily at the level of municipal government. There are necessary additional 
provincial expenditures in the way of highways, bridges, buildings and so on but the 
municipal governments feel the impact of the growth of the communities which forces 
them to make unavoidable capital expenditures which they can only meet by greater 
provincial assistance because their own sources of taxation, limited as they are to taxes on 
real property, are I think right up to about the maximum figure to which they can go. 


It is therefore, very important to us that additional assistance be provided for the 
coming years if our municipalities are to play their assigned role in the development of 
our economy. Unfortunately, Prince Edward Island can only increase its financial assis- 
tance to our municipalities if a greater share of the tax resources available to the Federal 
Government is allocated to this Province. 


Conclusion 


In conclusion, may I say that we are anxious to co-operate in every way to make 
this conference a success and to make progress in meeting the many challenging problems 
and opportunities which face our country and its provinces. We are-not here as “beggars” 
seeking financial assistance to improve our present position at the expense of the federal 
government, nor are we here complaining of the injustices and disadvantages of Con- 
federation. 


A former Premier of Nova Scotia, the late Honourable Angus MacDonald once said: 


“True greatness and glory of a nation are reflected not in subsidies, not in great 
extremes of prosperity in one place and depression or poverty in another, but in a 
general level of welfare that produces not merely revenues to the federal or 
provincial governments, but produces happiness to the people of all parts of the 
Country.” 


Thank you, Sir, for your courtesy. 
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Statement by Saskatchewan 
HONORABLE D. G. STEUART 
Provincial Treasurer 
at the 
Federal-Provincial Conference of Finance Ministers 
Ottawa 


November 4 and 5, 1968 


We welcome this opportunity to present our position in a straight-forward manner 
on the vital subjects on the agenda for this conference. 


Federal Budget 


Before I do so I must apprise the Federal Minister of Finance of the Government of 
Saskatchewan’s extreme disturbance over two of the recent tax proposals. 

First, the provinces were denied a share of the increased rate of individual income 
tax by resorting to a device called the social development tax. 

We have never taken exception to the Federal Government using the individual 
income tax asa fiscal tool by levying a temporary surcharge in a manner which would not 
increase or decrease the province’s share. 

We believe that the proposed social development tax was a basic increase of the 
individual income tax to finance a new social program, and thus should have been shared 
with the provinces. 

We hope that this isn’t a disguise by the Federal Government to avoid sharing 
increased revenues with the provinces. 

Second, we are very alarmed over the substantial increase in the rates of estates tax. 
This increase will seriously affect family farms and small family businesses. 

It may virtually prohibit the transfer of an estate from father to son and thus 
hasten the disappearance of family farms and businesses. 

The Government of Saskatchewan was also somewhat dismayed at the comments of 
the Minister of Finance to the effect that “the provinces should look after their respon- 
sibilities and the Federal Government would look after its”. 

This statement would not be unreasonable if all three levels of government were 
starting from a base where the expenditure responsibilities were in line with the revenue 
potential. 
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The studies which were carried out for the Tax Structure Committee certainly 
indicated that there was an imbalance between responsibilities and revenue potential of 
provincial and municipal governments and that this gap would continue to increase. 


We do not feel the provincial financial problems can be solved simply by transferr- 
ing funds from the Federal Government to the provinces. All this would mean is that the 
Federal Government would have to raise their taxes to compensate for the revenue loss or 
expenditure increase. 


So we are not asking the Federal Government to raise our taxes for us — however, 
we feel recognition must be given to the present imbalance between provincial-municipal 
responsibilities and their revenue potential. 


Once an effort has been made to reduce this imbalance, then we will accept the 
principle that the government which spends the money should raise the money. 


At the same time, we do recognize that exceptions to this principle will have to be 
made. 


For example, programs to promote economic growth or to ensure our mobile 
population some uniformity of services across Canada would be better shared by two or 
even all three levels of government. 


We would be prepared to look after our constitutional responsibilities if the Federal 
Government transfers to us adequate fiscal resources. 


Recognizing that the costs of these program responsibilities grow at a continuous 
rate regardless of economic conditions, such a transfer would have to contain a guaran- 
teed growth rate. 


Government Spending 


We are also concerned that government spending is rising faster than the increase in 
our Gross National Product. We believe we are nearing a level of taxation beyond which 
the potential growth of the economy may be impaired. 


We deplore the tendency of all levels of government to forget that most of our 
revenue comes from the same taxpayer. 


In our opinion we have reached a point where governments must take stock and be 
prepared to discard outdated programs. This will mean hard and unpopular decisions. 


The attitude that governments provide all services out of general revenues should 
also be changed. We believe users of a service should pay some portion of the costs 
directly. 


For example, patients paying a utilization fee for medical services and university 
students paying tuition fees for their education. 


The Government of Saskatchewan has proven its willingness to make such de- 
cisions, but this is not a one-way street. 


We would like to see the Federal Government do more than pay lip service to fiscal 


responsibility by co-operating with us when we attempt to control the costs of shared 
programs. 


Shared-Cost Programs 


Too often in the past the attitude of Ottawa has been to entice provincial jurisdic- 
tions to engage in or enlarge programs to qualify for federal handouts. 
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It now appears the Federal Government is dropping the carrot for the stick. In our 
opinion neither is necessary. 


The Government of Saskatchewan has taken positive steps in an attempt to control 
shared-cost programs. 


We introduced utilization fees to encourage the public to show restraint and, hope- 


fully, to reduce the over utilization of our hospital beds and to control the costs of 
medicare. 


As a result, we have been threatened by Ottawa with the loss of federal sharing if, 
in its opinion, utilization fees deny anyone medical and hospital services - an eventuality 
which we have already taken the necessary steps to prevent. 


Nevertheless, spokesmen from the Federal Health and Welfare Department were 
quoted as saying the fees were being closely watched by federal authorities. 


This in spite of the fact that Saskatchewan’s utilization of hospital beds is 35% 
higher than the national average and these fees are in fact saving the Federal Government 
substantial sums of money. 


Another recent example of our Government’s attempt to reduce shared-cost pro- 
grams is in the field of welfare services in the north. We have proposed a number of work 
and wage projects which would take our native people off the welfare rolls and allow 
them to earn a decent living at productive work. 


Through these projects we would reduce both the federal and provincial costs of 
welfare payments under the Canada Assistance Act. 

But the Federal Government has consistently refused to share in the costs of these 
work and wage programs. Their attitude has been that if people are working they do not 
qualify for welfare even though the work must be highly subsidized by government. 


This leaves us with two unpalatable choices. We can leave them to rot on social 
welfare, or we can pay the entire subsidy ourselves. 

Make no mistake the dole system of welfare handouts wastes millions of dollars and 
undermines the character of people. 

At the same time, the Federal Government encourages the provincial governments 
to carry out questionable projects for which Ottawa is prepared to pay not 50% but 100% 
of the costs. 

Our Treasury Board recently rejected a proposal to carry out an exhaustive survey 
of all recreational facilities in the Province, even though the Federal Government was 
prepared to pay 100% of the costs. 


Surely in terms of sensible priorities work and wage projects to help our native 
people should come higher than a cataloguing of every community hall, horseshoe pitch, 
and ball diamond throughout rural Saskatchewan. 

The Government of Saskatchewan looks forward to any effort which can be under- 
taken to rationalize the basis of providing jointly financed programs. 


There have been discussions at the officials level of embarking upon a study to 
come up with a more streamlined and efficient method of providing services in the health 
field. 

We agree with this approach and will participate fully in any endeavour which will 
ease the burden on the public purse. 
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Not only in this particular area but in others as well, the time seems ripe for 
questioning the institutional framework within which shared services are provided. 


It is evident that post secondary education is the field which will show the greatest 
cost increases and at the same time put the greatest pressure on provincial finances. 


We are very pleased to have the Federal Government as a partner in this squeeze. 


This growth is but an indication of the demands placed upon provincial and 
municipal governments for funds to satisfy the needs of all levels of education. 


If these costs are to be held in check, some extremely basic decisions must be taken 
as to the framework and criteria for providing such services. 


If we look at what will be fiscally possible, then it may boil down to a question of 
quality or quantity. 


Within our current fiscal structure, it is unlikely that both can be accommodated 
without placing other social and economic goals of government in jeopardy, at least until 
the sharp increase in enrolment levels off. 


Perhaps it is timely to assess the entire concept of shared-cost programs at this 
meeting. 


I have already pointed out that shared-cost programs distort provincial program 
priorities. 


Provinces are placed in an untenable position when, at the whim of the Federal 
Government, shared-cost programs are terminated, often with very little notice. 


Some shared-cost programs have inflexible and detailed qualifications for eligibility, 
which require the engaging of many federal and provincial officials and auditors to ensure 
that expenditures qualify for sharing. 


Other programs have undefined qualifications for eligibility and federal and pro- 
vincial officials play a hide-and-seek game. Sometimes we are advised to proceed with a 
project and only then will we be told if it qualifies for federal sharing. 


Our experience has proven that in many cases if we proceed with a project, we are 
unlikely to receive federal sharing. 


If there are shared-cost programs which have outlived their value, they should be 
eliminated. In this regard we congratulate the Federal Government for discontinuing the 
winter works program. 


If, for. reasons of ensuring a common level of service across Canada, certain basic 
social types of shared-cost programs should be continued, then let us get rid of detailed 
conditions for sharing. 


Let us introduce some flexibility to allow provinces to control costs and to meet 
the unique requirements of any particular province or region. 


Fiscal Relations 


We would consider taking over full responsibility for some shared-cost programs if 
we were given adequate sources of revenue to finance the total costs. 


One problem here is the instability of revenues which may occur if we encounter an 


economic recession. This, coupled with a crop failure, could place any of the programs in 
jeopardy. 


If a reasonable guaranteed rate of growth were insured, we would give serious 
consideration to this alternative. 
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There are two methods which could be followed to achieve such a transfer. 


One alternative would be to transfer a further portion of the individual income tax 
to the provinces. 


The problem with this alternative is the instability of revenue from such a transfer 
in periods of national economic recession or a regional recession resulting from a crop 
failure. 


Another alternative would be for the Federal Government to advance to the pro- 
vinces unconditional block grants with a guaranteed rate of growth commensurate with 
projected growth of these programs. 


We recognize that there must be a limit to how much of its tax sources the Federal 
Government can give away and still be in a position to stabilize and promote the growth 
of the national economy as well as meet its own obligations. 


We are also convinced that, if all eleven governments in Canada cultivate every tax 
field allocated to them under the consitution, we will end up in a tax jungle. 


This is one reason why we favour the present tax collection agreement whereby one 
level of government is responsible for the collection of corporate and individual income 
tax. This type of arrangement preserves a uniform tax base and minimizes costs of 
collection. 


It must be remembered that provinces face two distinct problems: 


1. The financial resources to enable them to take complete responsibility for 
most shared-cost programs; and 


2. The need for additional resources to close the growing gap between provincial 
and municipal responsibilities and their present tax base. 


A tax transfer and a system of unconditional block grants with a guaranteed growth 
rate would be one approach to resolve these problems. 

We feel such a system would provide the necessary flexibility without weakening 
the Federal Government, as well as place all provinces on a more equitable footing in the 
future. 


Conclusion 


Since we do not agree that the only way to solve the financial problems of the 
provinces is by a continuous raid on the Federal Treasury, all levels of government, 
including the provinces, must slow down their spending and put their houses in order. 

We are pleased that the Federal Government by its words and actions intends to 
adopt a more fiscally responsible position. 

The Government of Saskatchewan has already embarked on this course, and all we 
ask is co-operation from Ottawa in our efforts. We, in turn, are prepared to offer our full 
co-operation to control the rate of government spending. Failure to hold the line on 
government spending will result in further tax increases, or in larger deficits. 


Hopefully as a nation we can agree on the division and the sharing of our total 
responsibilities, and then have the good sense to allocate and share our tax resources so 
that each level of government can fulfill its responsibilities in a capable and self-reliant 


manner. 
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Statement by Newfoundland 
HONOURABLE H. R. V. EARLE 
Minister of Finance 
at the 
Federal Provincial Conference of Finance Ministers 
Ottawa 


November 4 and 5, 1968 


As most of you are aware, this is the first time that I have attended a meeting of the 
Ministers of Finance. I would like to thank Mr. Benson for his kind words of welcome to 
me. 


I should also like to express once again to the Premiér and people of Quebec the 
sympathy of my Government, and the people of Newfoundland, on the loss of their 
leader the Honourable Daniel Johnson. Despite the unhappy circumstances I am pleased 
to see my old friend Mr. Bertrand, who like myself, is a former Minister of Education. 


The Government of Newfoundland shares the dilemma outlined by other provincial 
spokesmen — the revenues which we can expect in the foreseeable future refuse to equal 
anticipated expenditures. While Newfoundland shares this dilemma with other Canadian 
Governments — at all levels and in all provinces — we have some special problems which 
you do not share with us. Our tax rates are already higher than similar rates in most other 
parts of Canada. Newfoundland imposes a 7 per cent sales tax which applies to purchases 
valued at 8 cents and over, and ineludes the taxation of children’s clothing. 
Newfoundland imposes a 25 cent per gallon fuel tax; and a 12 per cent corporation 
income tax. We feel that the Province of Newfoundland cannot impose significant new 
taxes without placing our area of Canada in a disadvantaged position to attract (or hold) 
both people and industry. We have thus tried to reduce our expenditures. Last year we 
reduced the welfare rates for able-bodied relief, and we have curtailed assistance to 
students. However, this will not be enough and it looks as if higher taxes will be needed in 
the future. 


The high taxes which we impose at the present time fall on a population having the 
lowest per capita income of any province in Canada. For those that wish to make 
comparisons our per capita personal income in 1967 amounted to only $1,424. This was 
the lowest per capita income level found in any region of Canada. 
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PERSONAL INCOME PER PERSON, 1967 


Newtoundlandes.. ic ot. os See ae te eee $ 1,424 
Prince Edward Ishand. 3. Ain eee a ere oer 1,532 
Nova SCOUB wc ficken oe Fsslevn edocs ole alee te eee 1,790 
Néw Brunswick. [oc 0e nan) ees ere eee 1,658 
Quebec :. <Biarcdiiwesarits = JOR ue) ese tee ecaitannege vs 2,069 
Ontario ins es cas es Maereec epee = of ieee ee ee en 2,624 
ManitoDa sic ose 6.65 vik 3 ol ene Rie nee eee ene 22347 
Saskatchewant. J. 7. .o8. ee FR OS A a ae ee 2,183 
VW orcs a tReet PRG oh ps wih ape eOMN ee Sra Mr ray Pane y 
British Colambia' s 22 2. ove eee eee ee 219 
Yukon and Northwest Territories.............. 1,795 

Canadas co i atc OD ts etree ret CESS 


D.B.S. #13-201 


The revenue we derive from the imposition of relatively high taxes on our relatively 
low income population will not stretch quite as far in our Province as in many other 
areas. Building costs for capital projects (be the project the building of a road, or con- 
struction of a school or hospital) are generally acknowledged as being higher in our 
Province than elsewhere — and our scattered population makes the requirement for these 
facilities even greater. Thus our accomplishments per dollar spent must lag behind the 
accomplishments of other provincial governments. 


When you combine with our high tax rates, our low fiscal capacity, and our high 
costs, the added task of catching up with the rest of Canada, you may begin to appreciate 
our unique dilemma. 


The Province of Newfoundland has had to bring these matters to your attention on 
previous occasions. We appreciate the assistance which is presently received by our 
Province under current fiscal arrangements. However, our studies indicate a period of 
major financial challenge ahead. The Newfoundland Department of Finance, in co- 
operation with other Departments in our Government, have recently prepared five year 
revenue and expenditure forecasts. These forecasts were such as to frighten the bravest 
Finance Minister. I can assure you that the Government of Newfoundland desires nothing 
more than to become self supporting. We do not wish to be dependent upon Ottawa or 
the other provinces. However, we have experienced staggering costs in our efforts to 
develop and we shall continue to need assistance in the fields of Economic Development, 
Education, Welfare and Health. 


I would like to support the suggestions made by other provincial Finance Ministers 
that the present equalization arrangements be re-evaluated. I am also prepared to have my 
officials sit down with officials from other Governments to review expenditure programs 
in a search for savings. 


I would like to conclude by offering a word of sympathy to the Honourable Mr. 
Benson. I am under the impression that with the possible exception of medicare, the 
provinces have welcomed the introduction of shared cost programs by the Federal 
Government. I, therefore, do not think that we should now fail to recognize and co- 
operate in helping to solve the problems which these programs are presenting for Ottawa. 
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APPENDIX I 


A Review of recent Federal— Provincial positions developed 
by the Government of Ontario, presented by the Honourable 
Charles S. MacNaughton, Treasurer of Ontario and Minister 
of Economics, to the Federal— Provincial Meeting of Finance 
Ministers, Ottawa, November 4—5, 1968 


Four and half years ago, the leaders of the eleven governments of this country 
realized that unless a concerted attempt was made by all governments to more effectively 
match revenue sources and expenditure responsibilities, the country would be heading for 
a fiscal nightmare. Faced with this prospect, they established the Tax Structure Commit- 
tee. The rationale of that Committee was that the whole government financial picture 
would be looked at together. 


This is the position which the Ontario government has followed consistently 
through federal-provincial meetings since 1964. At the Tax Structure Committee meeting 
of September 1966 our Prime Minister set out four principles on which federal-provincial 
financial relations should be based. These were: 


1. That the revenue requirements and priorities of the federal and provincial 
governments must be recognized and coordinated in a manner which recognizes the need 
for balanced growth of the public and private sectors of the economy. He went on to say 
that this principle implied that total government expenditures must be contained within 
the limits of a tolerable level of taxation and debt, that the tax structure most distribute 
that burden among different types of economic activity according to sound economic 
principles and that a mechanism must be set through which all governments can reach a 
consensus on economic social goals and priorities. 


2. That a viable system of federal-provincial finance should be based on the alloca- 
tion of limited tax resources in a manner which closely matches the expenditure respon- 
sibilities of the two levels of government. This principle implies that tax resources must 
be allocated so that, over time, total federal and provincial revenues increase proportion- 
ately to the anticipated growth of expenditures at each level and that existing tax re- 
sources must be allocated in a way which equalizes relative federal and provincial burdens 
of subsequently raising additional tax revenues or borrowing. 


3. That the reorganization of federal-provincial financial arrangements must be 
based on a comprehensive treatment of all the main areas of forms of intergovernmental 
finance — tax-sharing, cost-sharing and equalization. 
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4. That the objectives, principles, mechanisms and range of federal-provincial 
financial arrangements should be simplified and rationalized. He went on to say that this 
implied an end to piecemeal and uncoordinated patching of arrangements and also im- 
plied a deliberate campaign to improve the general public awareness of the financial 
structure of our federation. 


Later on in that autumn of 1966, the expenditure and revenue projections prepared 
for the Tax Structure Committee were presented to the Ministers of Finance and, in turn, 
to the leaders of the eleven governments. They showed, of course, the dramatic and rising 
gap between the revenue resources and expenditure responsibilities of provincial and 
municipal governments compared to a potential surplus for the federal government. They 
serve to reinforce the need stated earlier by the Prime Minister for a matching of revenue 
sources with expenditure responsibilities. 


At that second meeting of the Tax Structure Committee in October of 1966, the 
Prime Minister of Ontario presented some specific proposals for tax-sharing which were 
rejected by the federal government. He also said that if a responsible sharing of revenues 
could be agreed on at that time, Ontario would be willing to reconsider its position in the 
autumn of 1968 on shared-cost programs and, based on the recommendations of the 
Carter and Smith Committees, explore the possibilities for a more thorough redistribution 
of all governmental revenue sources. 


The discussions of 1966 ended in failure. The provinces were told that if they 
needed more revenues they should raise taxes themselves. In essence, the main spirit of 
the creation of the Tax Structure Committee was rejected. 


But the problem which the Tax Structure Committee was created to solve has not 
gone away. In August 1967, the provincial-municipal revenue gap outlined in the work of 
the Tax Structure Committee was confirmed by the report of the Ontario Committee on 
Taxation. The Smith Committee foresaw an increase in the combined provincial and local 
government budgetary deficits in Ontario from $116 million in 1967 to over $1 billion in 
1975. Later estimates, based on our internal five-year expenditure forecasts, which I have 
outlined in several recent statements, show an even darker picture — a provincial deficit 
of $900 million by 1972-73 unless major revenue changes are made. I have also outlined 
the scope of this problem in the budget papers which were presented to the Ontario 
Legislature in March of this year. 


Since 1966, Ontario and its municipalities have at the same time instituted new 
measures of cost control and yet have had to raise levels of taxation. My budget last year 
increased taxes and health insurance premiums in Ontario by approximately $200 
million, almost 9 percent of total provincial revenues. On average, the municipalities of 
Ontario have increased their taxes by 10 percent in each of the last two years. We have, in 
the province, done what the Minister of Finance told us to do two years ago — squeeze a 
large increase in revenue from those exclusively provincial licenses, fees and taxes which it 
had been intimated were not being used to their full extent. To raise these revenue 
sources further will only increase the load on the regressive taxation fields — at a time 


when both the Carter and Smith Reports have urged that our tax structures be made 
more progressive. 


In the expenditure field, we are well advanced in Ontario in the introduction of a 
planning programming budgeting system. Expenditure decisions are now being made on 
the basis of five-year expenditure projections by program and activity. In this way, we 
have been able to begin the work of ranking expenditure programs by priority and 
recommending cuts where the objectives of programs are no longer pressing requirements. 
We are also attempting to build in to our budgeting system an economic accounting 
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classification consistent with the National Accounts. This step, which was recommended 
by both the Smith Committee and the Economic Council of Canada, is being carried out 
in close cooperation with the federal government and will help to provide that informa- 
tion base required for effective coordination of fiscal policies. 


We have been aware for years that expenditures in health services and post-second- 
ary education would expand rapidly in the 1960’s. We have had to face the problem of 
rapid increases in educational expenditure costs, as the same students who are now in our 
universities and colleges of applied arts and technology went through our primary and 
secondary schools. These costs are not out of control but, nevertheless, we must make 
every effort to ensure that dollars are being spent efficiently on education and health 
programs which must be given very high priority. 


In this context, I should like to point out that our provincial budget has been under 
great restraint in those areas where the province has direct control over expenditures. In 
these areas total expenditures by the province have only inched up over the last few years 
as was necessary because of underlying growth forces. Almost all our increase has been 
associated with programs which are statutory or contractual in nature, such as grants to 
hospital boards, to municipalities, to school boards, and to universities. In this respect we 
have no apologies to make to the federal government for our financial problems. Speaking 
as Treasurer, I can assure the federal government that Ontario can and will use all the 
powers at its command to ensure the most efficient spending of public money. 


I am on safe ground when I say that Ontario has been consistent with the principles 
set out by Mr. Robarts in 1966. We have sought at every opportunity to build, in 
cooperation with the other ten governments, a cooperative framework for public finance 
in Canada. We have sought to avoid the creation of a tax jungle where the ordinary tax 
payer of Canada is the loser. 


We have worked with other governments to make our pre-budgetary discussions 
meaningful. We sincerely hope that by an increasingly frank exchange of budgetary 
information in advance among the Treasurers and Ministers of Finance of Canada and by 
staff work that can help us to reach agreed views on the economic outlook and require- 
ments and the general magnitude of our fiscal problem, we can achieve the degree of 
coordination that is essential if we are to have a rational system of public finance in 
Canada. 


In summary, Ontario’s position is, as was stated by our Prime Minister at the two 
conferences within the last year on the future of our Confederation, that Canada requires 
a strong federal government in Ottawa, operating on a basis of partnership with the 
provincial governments which, according to judicial interpretations of the Constitution, 
are equally as sovereign in their fields of jurisdiction as the federal government is in its 
field of jurisdiction. We are concerned that, by rejecting the implications of the Tax 
Structure Committee conclusions and by moving in a direction contrary to that advised 
by the Economic Council of Canada, the federal government does not appear to accept 
this principle of partnership. The policies of the federal government during the past four 
years have, in fact, been leading to a balkanization of the Canadian taxation and political 
system, a weakening of the financial and political strength of the provincial governments 
by successive tax increases which have perpetuated the financial imbalance and by the 
intrusion of a rather disorganized set of federal priorities into areas of provincial jurisdic- 
tion. This in turn has loaded the expenditure programs of the provinces with federal 
priorities and has made the provinces more vulnerable to and dependent upon federal 


initiatives. 
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APPENDIX II 


Explanatory Notes of the new Federal Social Development Tax (SDT) 


The SDT is the same type of tax as the federal Old Age Security tax of 4%. The two 
taxes combined represent a tax of 6% which is applied to the personal income tax base 
(taxable personal income) before the schedule of progressive income tax rates are applied. 
(Federal Old Age Security taxes are also levied on corporate income, 3%, and through the 
manufacturers’ sales tax, 3%). 


(d) 


Gross 
Income 


$ 


3,500 
4,000 
5,000 
7,000 
10,000 
15,000 
25,000 
50,000 
100,000 


the base of the SDT is taxable personal income, 
the tax has a ceiling of $120, 

the yield is estimated as $440 million for 1969, 
the tax is highly regressive. 


ILLUSTRATION OF IMPACT OF NEW 
SOCIAL DEVELOPMENT TAX 


(married taxpayer - 2 children 
eligible for family allowance) 


Increase in Basic 


Impact of: [ncome Tax of: 

Basic Income Federal 3% 2% Federal 3% 2% 
Tax + OAS Surcharge SDT Surcharge SDT 

$ $ $ % % 
102 = 16 - 15.7 
184 — 26 — 14.1 
S73 3 46 0.8 13.3 
828 14 86 i 10.4 
1,608 36 120 ye! f 
3,210 84 120 2.6 3.7 
Py be 215 120 2.8 1.6 
20,305 597 120 2.9 ~ 

50,035 1,488 120 3.0 : 
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The table illustrates a number of significant aspects of a tax increase through the 
SDT in contrast to a regular income tax surcharge, like the federal 3% surcharge imposed 
in the spring of 1968. 


1. A straightforward percentage surcharge is added to the existing schedule of tax 
rates and therefore maintains the progressive nature of the personal income tax system. 
But since the SDT is applied directly to taxable income, it effectively bypasses the 
progressive rate structure. The highly regressive nature of the SDT is shown in the table 
by the fact that the resulting increase in payable income tax ranges from a high of 15.77% 
at the lowest income level to only 0.2% at the highest income level of $100,000. 


2. The SDT is a method of raising a vast amount of revenue, while using a low 
percentage figure as an indicator of the tax increase. For example, ordinary personal 
income tax collections are estimated at about $5 billion for 1969, with the additional 
yield of the SDT being estimated as $440 M. Thus, the “2%” SDT represents an effective 
increase in total income tax revenue of about 9 per cent. 


3. The basic reason why the 2% SDT is so productive is that about 94 per cent of 
all taxpayers earn less than $10,000, as which point the tax reaches a ceiling of $120. 
Thus, this very large segment of taxpayers will experience an increase in income taxes of 
more than 7.5 per cent. In fact, a good 50 per cent of all taxpayers will experience an 
increase in excess of 12 per cent. 


4. The 2 per cent SDT bypasses federal-provincial tax-sharing arrangements. At the 
present time the provinces receive 28 per cent of personal income tax revenues produced 
by the progressive income tax rate structure. But since the SDT is applied to the taxable 
income base separately, all of the estimated yield of $440 million will accrue to the 
federal government and none of it to the provinces. Federal-provincial tax-sharing ar- 
rangements preclude the provinces applying similar taxes on the taxable income base. 
Hence, for the provinces collectively to raise an extra $440 million would involve impos- 
ing surtaxes of 9 per cent on the federal-provincial rate schedule. Such a 9 per cent surtax 
would involve a 32 per cent increase in provincial income taxes. 


5. The progressive structure of the personal income tax has been significantly 
altered over the years by a number of factors. The system of personal exemptions has 
remained unchanged for many years now and, given the degree of inflation over the 
period, has resulted in a mitigation of the progressivity of the tax. The SDT, as shown 
above, has become a strong additional mitigating factor. The Old Age Security tax, at 
double the rate of the SDT, has had a similar effect, but at least this tax was designed 
specifically to finance a security program in combination with a similar tax on corporate 
income and commodities. Nevertheless, in 1969 total collections on personal income will 
reach some $6,320 million, of which $1,320 million are in the highly regressive form of 
the SDT and the OAS Tax. 


Taxation and Fiscal Policy Branch, 
Policy Planning Division, 

Department of Treasury and Economics, 
Ontario. 


23rd October, 1968. 
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APPENDIX III 


Ontario’s Position on Medicare 


1. Medicare must be viewed in the context of federal-provincial tax-sharing and 
financial arrangements as a whole. As has been thoroughly documented, the existing 
division of tax fields between Ottawa and the provinces is grossly out of balance with 
their relative expenditure responsibilities. As a result the provinces are facing enormous 
tax and debt increases merely to finance their present programs. A large new program like 
medicare would simply exacerbate this situation. That is why Ontario has consistently 
argued that there must be a major reallocation of revenues to the provinces to correct the 
basic fiscal imbalance before any final decisions are made on medicare. 


2. The federal medicare program ignores the fact that different provinces have 
different needs and different priorities. In Ontario, with over 95% of our population 
covered by some form of medical insurance, medicare is obviously of lower priority than 
housing or higher education. Since the federal government is willing to raise taxes for 
medicare Ontario would prefer, therefore, that our share of this federal money flow into 
housing or other priority areas rather than medicare. 


3. Ottawa’s position on medicare is in basic contradiction with its dictum on fiscal 
responsibility. As grounds for refusing additional tax sharing Ottawa has argued that each 
government should tax to finance its own expenditures. Yet at the same time, it 
introduced and is now preparing to tax for medicare, which falls within the provincial 
sphere. This kind of program invention by Ottawa in recent years has not only gobbled 
up potential federal surpluses which otherwise could have been transferred to the 
provinces, but also has placed additional burdens on provincial finances via the shared 
cost mechanism. The net result of the federal government developing new shared cost 
programs without regard to total government priorities and revenue capacity has been an 
escalation of tax increases and borrowing at all levels of government. 


4. Ottawa’s position on medicare is also totally inconsistent with its position in 
regard to other shared cost programs. In recent months the federal government has been 
citing the rapid escalation of costs in such shared cost areas as hospitalization as a major 
cause of its own budgetary difficulties, and has announced its intention to restrict its 
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commitments. At the same time that it is seeking to control expenditures under existing 
shared cost programs, however, Ottawa persists in imposing this massive new medicare 
program upon the provinces. In other words, the federal government shows a marked 
capacity to develop new priorities while at the same time reneging on those which it 
developed only a few years earlier. This catches the provinces going both ways. Not only 
must they carry the burden of continuing established programs but also find additional 
revenue to match new programs like medicare. 


5. The federal argument that introduction of universal medicare in Canada will cost 
only $80 million more than is presently spent (private and public) is specious. In the first 
place, the figure of $80 million itself is no more than a guess, and a guess which could be 
far off the mark just as the original federal estimates of total medicare costs were far off 
the mark. In addition, the following considerations suggest that cost escalation under 
medicare could be very rapid: 


the medical profession would show less restraint in their fee schedules when 
working under a public scheme. 


the medical profession would cease to provide free or low cost services. 


per capita costs would tend to gravitate towards a highest common denominator, 
e.g. it would be unlikely that per capita costs in Newfoundland would remain some 
$34 below per capita costs in British Columbia as at present. 


there would be a tendency to extend coverage to new or more inclusive medical 
Services. 


Even apart from whatever cost escalation might actually occur, however, the key 
issue is the problem of financing. Medicare adds another large item of public expenditure 
which must be financed by extra taxes or extra borrowing at a time when government 
finances are already seriously strained. It narrows down even further any budgetary 
flexibility remaining to the provinces, and indeed to the public sector as a whole. The 
decision by Ottawa to force the introduction of medicare at a time when all governments 
knew what the financial future was going to be seems to us, therefore, ill considered and 
irresponsible. 


Under a medicare scheme, a vast shift would take place from the private to the 
public sector and even in the absence of inordinate cost escalation this raises the question 
of the psychological differences between premium-financed and tax-financed programs. 
People will buy premium-financed medical insurance as a recognizable need and accept 
rising program-related premiums more readily than rising taxes. In the case of a 
government-financed program, the direct link between the costs and the benefits to the 
individual is broken. 


6. Apart from all the above consideration, Ottawa’s lack of flexibility with regard 
to the terms of its medicare offer is also nettling. Its coverage and timing requirements are 
unnecessarily rigid while the basic sharing formula is downright ludicrous. High cost 
provinces will be under-compensated while low cost provinces will be substantially 
overcompensated. Thus, for example, if B.C., Saskatchewan and Newfoundland were in 
the plan alone, Newfoundland would make a net gain of $12 per capita over and above its 
total costs. As Ontario has stated in the past, this implicit equalization should be removed 


from the medicare formula and each province reimbursed for 50 per cent of its actual 
costs. 
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7. It is perhaps instructive to compare Ottawa’s medicare program proposal with 
another recently introduced cost-sharing program, namely, post-secondary education. The 
rapid cost escalation in post-secondary education has been a fact of life to the provinces 
for many years. Yet Ottawa has reacted with profound shock now that it too has had to 
face up to this fact of life. We wonder how Ottawa will react when it also "discovers’ that 
the costs of its new national priority medicare escalate very rapidly. 
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APPENDIX IV 
Proposal Advanced 
by 
THE HONOURABLE GURNEY EVANS 
on 
The Machinery of 


Federal-Provincial Relations 


Background: 


The development of intergovernmental machinery in Canada has not kept pace with 
the growth of problems of mutual concern to the federal and provincial levels of govern- 
ment. Yet it is the federal-provincial relationship which is the essence of Confederation. 


For too long now and until the recent Conferences in Toronto and Ottawa, 
Federal-Provincial discussions have taken place behind closed doors with the result that 
the public of Canada has not had sufficient opportunity to understand the complexity of 
our problems and the solutions arrived at have not been sensitive enough to the weight of 
public opinion. 


Public discussion is an integral part of any democratic system. Such discussion does 
not mean merely, the presentation of prepared positions: it means debate and the growth 
of policy by the proven processes of Parliament. This means extended debate to allow 
time for the public to form opinions and to let these views come to bear on the debates 
while still in progress. 


There will be occasion for closed meetings for exploratory talks and for actual 
negotiations. But when policy comes to be debated, every opportunity should be given to 
the public to learn about it and even have some influence over it. 


The effectiveness of intergovernmental decision-making varies with the degree of 
participation by all eleven governments. This participation falls short when confined to 
the meeting room itself: it must be in effect during the preparation for meetings as well. 


When, as in the development of the Hospital Plan, the provinces have been 
consulted and involved in the preparations for a conference, the questions raised have 
been more effectively considered. On the other hand, in too many instances, meetings for 
which adequate joint preparations were lacking resulted in “confrontations in which 
proposals were put forward by the federal partner alone without time for study, 
discussiOn or amendment. 
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A Place to Meet: 


There would be a great advantage in having, on Parliament Hill, a permanent home 
for federal-provincial relations. It might be known as “The Federal-Provincial House”’. 
This physical presence on Parliament Hill would symbolize for the Canadian people the 
importance of these relations in the government of the country. 


The West Block is already becoming associated in people’s minds with federal- 
-provincial conferences, and the present Room 200 might well be adapted for debates and 
discussion. The necessary staff, committee rooms, etc. might be housed in the remainder 
of the West Block. The object in view (nothing less than national unity) is worthy of a 
special new and imposing edifice at the seat of government, but the historic West Block 
could serve for some time. 


Rules and Forms of Procedure 


The Federal-Provincial House would be a deliberative assembly, to some degree, run 
on Parliamentary lines. The ten provinces would be represented by delegations of equal 
strength and the federal government would be represented by a suitable number of 
delegates. 


The chairmanship would be assumed by each of the eleven governments in turn and 
the chairman would be assisted by a permanent official, much as the Speaker of a 
Parliament is assisted by a Clerk of the House. This would remove the present 
unsatisfactory situation in which the provinces find that federal-provincial conferences 
are essentially affairs conducted by the federal government. The fact that the Prime 
Minister of Canada or other federal Minister presides over the meetings which are called 
by the federal government, on an agenda prepared by it and according to procedures 
devised by it and supported by federal staffs and officials, tends to distort the true 
relationships of the governments concerned. 


A bilingual Hansard would be kept and the Press would have adequate gallery 
facilities, with admission to all general sessions of the Chamber. 


There would be Standing Committees of the Federal-Provincial House. These 
standing committees, in effect, already exist in Canada: some are formalized and some 
not. Those which already have formal organization include the Mines Ministers’ 
Conference and the Council of Resource Ministers. The Education Ministers and 
Agricultural Ministers have continuing apparatus. The Health Ministers are, in fact, 
meeting simultaneously with the Ministers of Finance. So indeed do the mainstays of 
federal-provincial affairs have permanent form in the Finance and Treasury Ministers 
Meetings, and now the Tax Structure Committee. In addition to these, almost every 
department of government finds itself holding one or more meetings a year between the 
Ministers concerned. I will not begin to set out the supporting technical conferences, the 
various continuing committees of officials and experts in almost every field of 
government concern. 


There are now substantial beginnings from which the Standing Committees of the 
Federal-Provincial House may derive their functions. There are related support, research 
and advisory bodies in existence as well to serve as Secretariats to the Committees. 


It remains to bring these scattered and multiple forums into more systematic 
co-ordination. 
Means of Determining Consensus 


The Federal-Provincial House has a key role to fulfill in the development of 
consensus on subjects of major importance to the federal and provincial governments. 
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Because the provinces are of such varied sizes, it would be impossible to hold votes on the 
basis of one vote per province. Nor is it desirable to hold votes in which the provinces 
would outvote the federal government 10 to 1. Neither would it be acceptable to have 
votes based on population. Therefore, it is not easy to see in these circumstances how a 
formal recorded vote could be taken. 


It should be possible, however, to record a consensus of views. If the consensus 
were complete and all provinces and the federal government agreed, the recording would 
be simple. Where differences of opinion could not be reconciled, it might be necessary to 
prepare an extended statement setting out the degree to which it had been possible to 
reach agreement. 


Supporting Staff and Facilities 


Every effort must be made to plan federal-provincial consultation well in advance. 
There must be included in the rules a requirement that any proposal to come before the 
Chamber must be submitted in advance, in written form, with supporting papers. For this 
purpose there must be adequate staff to carry out the necessary administrative and 
research work. 


Conclusion 


The federal-provincial relationship is the soul of Confederation. To bring this 
hitherto “unofficial” level of government in Canada into full focus and understanding can 
only lead to a more effective federal-provincial relationship. That is to the benefit — and 
will serve the vital needs — of the Canadian people. It is, indeed, an essential element of 
the effort to preserve and strengthen Canadian unity. 
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APPENDIX V 


Report of the Honourable John Munro 
Minister of National Health and Welfare 
Chairman 
Conference of Canadian Ministers of Health 
November 4 and 5, 1968 


Health Costs and Hospital Insurance 
Ottawa, November 5, 1968 


The Ministers of Health examined and discussed the rise in health costs. The term 
“health costs” is generally used to cover expenditures on personal health care (i.e., 
services of physicians, dentists, para—medical and hospital, plus prescription drugs), as 
well as expenditures on capital projects, research and public health measures. As well, 
they discussed the rising costs of hospital insurance. 


After discussion, the Conference of Ministers of Health recommended that there be 
a committee consisting of representatives of the federal and each of the provincial 
governments, and that: 


“The task of this committee would be by discussion and pooling of information, to 
advise the Conference of Canadian Ministers of Health on ways and means by which 
the cost of operating health services could be maintained at a reasonable level. The 
recommendations of this committee would not be binding on any Government. The 
committee’s recommendations whether adopted by the provinces or not, would not 
in any way affect the formula of financial participation by the Federal 
Government.” 


Medicare 


Several provinces indicated their concern that although the Federal Government 
was urging them to participate in the Medical Care Program, it was apparently 
simultaneously doing its best to withdraw from this and other joint programs which 
might leave them in the lurch. Some provinces also objected to the federal policy (also 
followed in the Hospital Insurance Program) of not counting utilization fees paid by 
residents of a province in computing the national average per capita cost and thus 
penalizing other provinces which do not impose these fees. This is a requirement of the 
Act, and is not a matter of interpretation. 
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The Federal Government re-stated its intention to proceed with the Medical Care 
Program. No change in the Act is contemplated, or in the interpretation of the Act. 


On the question of broadening the base of the benefit coverage, as permitted under 
Section 4 (3) of the Act, it was confirmed that the Federal Government would not 
consider further extension of benefits until the intentions of all the provinces regarding 
participation in the Medical Care Program have been made clear. 


Health Grants Program 


The Federal Government announced its intention to phase out certain parts of the 
General Health Grants Program over a three-year period. The grants were begun in 1948, 
with the purpose of initiating and extending various health programs in the provinces. 
The Federal Government’s intention to phase out is because the objectives of the program 
have largely been fulfilled. It was stated that the government intends to continue two of 
the grants, namely the Public Health Research Grant and the Professional Training Grant. 
Also announced was the federal intention to begin a new program of National Health 
Grants to provide direct financial support for projects of national interest carried out by a 
number of agencies, including Provincial Health Departments, national and provincial 
health agencies, and voluntary health organizations. 


The provinces expressed their strong displeasure at this phased withdrawal, stating 
that they firmly believed that the purpose of the grants was to aid continuing programs of 
health protection in the provinces. 


It was agreed that there would be consultation with the provinces before any funds 
were allocated to other than provincial health departments under the proposed new 
National Grants Program. 


Hospital Construction Grants 


The Federal Government also announced that they would cease financial 
participation in the Hospital Construction Grants Program. This program was also begun 
in 1948, for a five-year period, and successive five-year extensions were given until that 
ending in 1968. In 1966, a further two-year extension was granted until 1970. 


The provinces once again expressed dismay at this withdrawal from an area which 
they feel to be one of their priorities. It was their contention that the program is essential 
to providing the proper ratios of the various types of hospital beds, which they saw as a 
key to controlling hospitalization costs. 


No consensus was reached on the announcement. 


Health Resources Fund 


The Minister of National Health and Welfare announced a limitation on 
expenditures from the Health Resources Fund during 1968-69 of $37,540,000. and a 
probable similar limitation in expenditures during forseeable years. The Minister also 
suggested a method of distributing the annual amount available. 


The provinces referred to assurances given in the past and expressed strong 
displeasure with the decision to limit annual expenditures from the Fund. Suggestions 
were put forward by the provinces for improving the method of distributing available 
monies and the Minister undertook to review these suggestions and their effect on the 
provinces’ immediate plans for the construction of health training facilities. 


The provinces urged that the $175 million unallocated from the Fund be made 
available on a per capita basis. The Minister noted that the allocation of this additional 
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amount would not make more monies available in the immediate future in light of the 
yearly ceilings. 


Indian Health 


It was proposed by the federal Minister of Health that the Federal Government 
cease to reimburse the provinces for any treatment of Indians from a reservation 
presently being extended by a provincial facility, if the charges incurred were any higher 
than those which would be charged to any other resident of the province. The Minister 
reaffirmed the intent of the Federal Government to remain in and to improve its direct 
health services in remote areas of the provinces and in the Northern Territories. 


It was the unanimous contention of the provinces, however, that while they were 
willing to extend all their health services to every provincial resident, including Indians on 
reservations, they felt that the Federal Government had a traditional moral obligation to 
pay the cost of these services. 


After discussion, it was agreed that a committee be formed at the Deputy 
Ministerial level to formulate recommendations on how both the Federal and the 
Provincial Governments could each contribute to the general improvement of Indian 
Health. 


Air Pollution 


Mr. Munro presented a brief statement emphasizing the seriousness of pollution as 
an environmental health problem today and the need for urgent and cooperative action at 
all levels of government. He suggested that both levels of government work together to 
establish national standards on pollution, under the framework of a National Clean Air 
Act. 

Included in the Department’s future air pollution activities, Mr. Munro referred to 


plans, in consultation with the provinces, to establish a national sampling network and to 
develop appropriate standards of air quality and emission standards for motor vehicles. 


The Federal Government’s involvement in the problem of air pollution was 
welcomed by several of the provinces. They also expressed the view that a tax incentive 
scheme should be considered. 


Drug Abuse 


The Conference discussed the growing social problem, in Canada, of the rise of 
drugs and chemical substances for non-medical purposes and agreed on the need for a 
co-ordinated approach encompassing the medical, legal, sociological, psychological and 
educational aspects of the problem. 


The Ministers emphasized the need for close and continuing co-operation between 
the Federal and Provincial levels of Government in the implementation of a program 
designed to deal with this problem in a comprehensive manner. 
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APPENDIX VI 
Delegates 


at the 


Federal-Provincial Conference of Finance Ministers 


Hon. H.R.V. Earle 
Mr. Dirk Peper 
Mr. David Mercer 


Hon. T. Earle Hickey 
Mr. G.D. Dennis 
Mr. W. Massey 


Hon. W.S.K. Jones 
Hon. Donald M. Smith 
Mr. Eric J. Newman 
Mr. E.L. Goodfellow 


Mr. H. Stevens 


Dr. George McClure 


Hon. L.G. DesBrisay 
Mr. J.L. Williamson 
Mr. N.G. Mulder 

Mr. R.L. Simpson 
Mr. J.F. O’Sullivan 


November 4 — 5, 1968 


Newfoundland Delegation 


Minister of Finance 
Associate Deputy Minister of Finance 


Director of Economic Services 


Prince Edward Island Delegation 


Provincial Treasurer and Provincial Secretary 
Deputy Provincial Treasurer 
Director of Federal-Provincial Relations 


Nova Scotia Delegation 


Minister of Finance and Economics 
Minister of Mines 
Consultant 


Deputy Minister, Department of Finance and 
Economics 

Federal-Provincial Fiscal Relations Division, 
Department of Finance and Economics 


Director of Program Development Agency 


New Brunswick Delegation 


Minister of Finance 

Deputy Minister of Finance 

Assistant Economic Advisor 

Director of Economic Research 

Chairman, New Brunswick Higher Education 


Commission 
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Hon. Jean-Jacques Bertrand 
. Claude Morin 
. J. Loiselle 

. M. Cazavan 

. R. Després 

. R. Chatelain 
. J. Parizeau 

. M. Bélanger 

. P. Choinard 

. D. Bédard 

. G. Bouchard 


Ty se en 


Hon. C.S. MacNaughton 
Hon. J.H. White 
Mr. H.I. Macdonald 


Mr. C.E. Brannan 
Mr. H.H. Walker 


Mr. D.T. Southcott 
Mr. D.W. Stevenson 


Mr. T.M. Russell 
Mr. H. Ploeger 


Mr. D. Allan 
Mr. A. Rae 


Hon. Gurney Evans 
Mr. Stuart Anderson 
Mr. L.S.M. Partridge 


Mr. K. Douglas 


Hon. D.G. Steuart 
Mr. A.T. Wakabayashi 
Mr. Roy Lloyd 
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Quebec Delegation 

Premier Ministre 

Sous-ministre des affaires intergouvernementales 
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EFFETS D’UNE SURTAXE SUR LE REVENU ET DE L’IMPOT DU PROGRES SOCIAL 
SUR LES CONTRIBUABLES MARIES AYANT DEUX ENFANTS A CHARGE, PAR CATEGORIES 


DE REVENU 
Impét en % du Hausse en % de 
revenu brut l’impot de base 
+ impot de 
sécurité 
% de 
Impé6tde Surtaxede Impdét du Avant Aprésl’ Vimpot 
base + 3% sur progres impot de impot de du Nombre de 
Revenu impot de Vimpot de social de Impét progres progres Surtaxe progres Catégorie de contribuables Pourcentage 
brut sécurité base 2%. total social social de 3% social revenus (1966) cumulatif 
$ $ $ $ $ % % %o % $ % 
3,500 102 — 16 118 2.9 3.4 _ 15.7 0-4,000 2,728,031 43.5 
4,000 184 _ 26 210 4.6 5,2 ~ 14.1 4,000-5,000 967,104 58.9 
5,000 373 5) 46 422 15 8.4 0.8 f.3 5,000-7,000 1,450,106 82.0 
7,000 828 14 86 928 12.0 13%3 Ley 10.4 7,000-10,000 745,228 93.8 
10,000 1,608 36 120 1,762 16.4 17.6 Dee. 4 Bs: 10,000-15,000 256,673 97.9 
15,000 37210 84 120 3,414 22.0 22.8 2.6 2 el 15,000-25,000 91,088 99.4 
25,000 a5 15 215 120 7,910 31.2 31.6 2.8 1.6 25,000-50,000 31,745 99.9 
50,000 20,305 597 120 21,022 41.8 42.0 2.9 0.6 50,000-100,000 5,679 99.99 
100,000 50,035 1,488 120 51,643 Si5 51.6 3.0 hy 100,000+ 925 100.0 
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